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Foreword 

The  Veterans  Health  Administration  (VHA)  instituted  the  Veterans  Equitable 
Resource  Allocation  (VERA)  system  in  April  1997  to  allocate  funds  to  networks. 
VERA  ensures  that  the  allocation  of  funds  is  equitably  distributed  based  on 
veterans  who  use  the  VA  health  care  system  rather  than  simply  being  based  on 
historic  funding  patterns.  The  implementation  of  VERA  has  been  part  of  a  larger 
plan  to  transform  VA’s  health  care  system  from  individual  medical  centers  and 
clinics  focused  primarily  on  inpatient  care  to  a  fully  integrated  system  with 
expanded  primary  and  ambulatory  care  capability.  VERA  has  been,  and  will 
continue  to  be  a  critical  component  of  VA’s  success  in  implementing  the  mission 
and  vision  of  the  VHA. 

The  VERA  system  pays  each  network  a  “tailored”  price  that  reflects  the  unique 
characteristics  of  each  network.  For  example,  network  funding  is  based  on  a 
combination  of  patient  workload,  adjustments  for  regional  variances  in  labor  and 
contract  costs,  high  cost  patients,  research  support,  education  support  and 
equipment  and  non-recurring  maintenance.  While  VERA  has  significantly 
improved  the  allocation  of  the  $23.9  billion  of  the  veterans’  health  care  budget,  the 
VHA  will  continue  to  review  and  examine  the  model  to  assure  its  continued 
relevance  and  to  identify  needed  improvements. 

Since  VERA  was  introduced  in  1997,  there  have  been  the  following  eight 
assessments  of  VERA:  GAO  (1997,  1998,  and  2002),  PricewaterhouseCoopers 
LLP  (1998),  AM  A  Systems  (April  and  July  2000),  and  the  RAND  Corporation 
(Phase  I  in  2001  and  Phase  II  in  2002).  These  independent  reviews  have  validated 
the  VERA  methodology  as  meeting  its  objectives  and  the  original  intent  of 
Congress  under  Public  Law  104-204.  As  described  in  this  VERA  Book,  based  on 
study  findings  and  recommendations  from  these  eight  assessments,  VERA 
refinements  were  made  or,  in  the  case  of  the  recent  studies  (GAO  audit  completed 
in  February  2002  and  the  RAND  Phase  II  study  completed  on  October  4,  2002), 
recommendations  are  in  the  process  of  being  evaluated.  The  process  for  refining 
the  VERA  methodology  can  be  internally  generated  by  VA  users  of  the  VERA 
system  or  externally  generated  by  outside  VERA  evaluators.  The  VERA 
refinements  generated  by  the  internal  and  external  groups  are  reviewed  and 


recommended  by  the  VHA  National  Leadership  Board  (NLB),  and  then  provided 
for  my  action  and  the  Secretary’s  approval. 

For  FY  2003,  three  resource  allocation  changes  have  been  made  to  the  VERA 
methodology.  One  change  provides  an  additional  allocation  to  networks  for  the 
top  1%  high  cost  patients  whose  annual  costs  exceed  an  established  threshold  of 
$70,000.  Networks  will  receive  an  additional  allocation  equal  to  the  amount  that 
these  costs  exceeded  the  threshold.  The  second  change  expands  the  case-mix 
adjustment  from  a  three  price  case-mix  model  to  a  ten  price  case-mix  model.  The 
third  change  ensures  that  networks  will  receive  a  minimum  increase  of  five 
percent  and  a  maximum  increase  of  12.6  percent  over  their  final  FY  2002 
allocation. 

This  VERA  Book  is  the  seventh  edition  and  updates  the  March  2002  sixth  edition. 
It  contains  the  VERA  allocations  for  FY  2003,  as  well  as  a  discussion  of  the 
changes  to  the  methodology  approved  in  FY  2003,  proposals  for  changes  not 
approved  in  FY  2003  and  potential  changes  being  considered  for  future  years. 

With  the  modifications  for  FY  2003  that  will  continue  into  FY  2004,  and  the 
ongoing  evaluation  of  the  VERA  model  for  FY  2005  and  beyond,  VHA  will 
ensure  that  the  allocation  of  taxpayer  dollars  for  veterans’  health  care  remains  fair, 
equitable,  and  effective. 


Robert  H.  Roswell,  M.D. 
Under  Secretary  for  Health 


EXECUTIVE  SUMMARY 


Background 

In  April  1997,  VA  implemented  VERA  to  allocate  comparable  resources  for 
comparable  workloads  in  its  health  care  networks  to  ensure  equitable  access  to 
care  for  the  Nation’s  veterans.  Supplemental  funding  adjustments  and  local  health 
care  reimbursements  and  collections  provide  additional  sources  of  funds  to  each 
network.  VA  stresses  the  expectation  that  networks  must  continue  to  become  as 
efficient  as  possible  -  while  maintaining  or  improving  the  quality  of  care  and 
services  provided  to  all  veterans  who  seek  care.  Experience  has  shown  that 
networks  continue  to  provide  quality  care  and  expand  services  to  veterans,  while 
VERA  has  improved  the  fairness  of  the  allocation  system. 

Over  the  past  several  years,  VERA  has  undergone  extensive  internal  and  external 
scrutiny  to  assess  whether  the  methodology  is  meeting  its  goal  of  equitable  and 
effective  resource  allocation.  A  PricewaterhouseCoopers  LLP  study  (1998)  and 
three  government-sponsored  General  Accounting  Office  (GAO)  assessments 
(1997,  1998,  and  2002)  viewed  the  progression  of  VERA  in  decidedly  positive 
terms.  In  February  2002,  GAO  issued  its  third  congressionally  mandated 
assessment  of  VERA,  entitled  VA  Health  Care:  Allocation  Changes  Would  Better 
Align  Resources  with  Workload.  The  RAND  Corporation  completed  a  Phase  I 
review  of  VERA  in  September  2001,  and  submitted  its  Phase  II  congressionally 
mandated  VERA  report  to  V A  on  October  4,  2002.  VA  provided  the  RAND 
Phase  II  report  to  Congress  on  November  5,  2002.  Both  GAO  and  RAND 
provided  commentary  and  recommendations  to  enhance  the  VERA  methodology’s 
effectiveness.  VHA  is  addressing  these  recommendations  for  ongoing  and  future 
VERA  refinements. 

VERA  is  a  progressive  resource  allocation  methodology,  and  has  undergone 
several  technical  adjustments  since  its  inception.  For  FY  2003,  three  significant 
changes  have  been  made  to  VERA  and  they  are  described  in  the  sections  that 
follow,  along  with  the  changes  to  the  national  average  prices  per  patient. 

VERA  Changes 

Based  on  the  work  generated  by  internal  VA  users  of  the  VERA  system  and 
external  VERA  evaluations,  the  Secretary  approved  the  following  changes  in 
VERA  for  FY  2003.  The  rationale  for  these  refinements  is  to: 

•  Improve  equity  of  the  allocation  process  and  decisions. 
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•  Be  responsive  to  the  GAO  and  the  RAND  recommendations. 

•  Recognize  price  and  cost  differences  in  “core  mission”  patients  (those  veterans 
with  service-connected  disabilities  or  those  with  incomes  below  the  current 
income  threshold  or  special  needs  patients,  e.g.,  the  homeless). 

•  Require  minimal  education  for  VERA  users. 

•  Eliminate  need  to  provide  networks  with  supplemental  funding  adjustments. 

•  Provide  a  disincentive  for  unaffordable  workload  growth. 

Additional  Allocation  for  Top  1%  High-Cost  Patients  -  This  change  provides 
an  additional  allocation  to  networks  with  the  highest  cost  patients  by  recognizing 
the  impact  on  those  networks  with  patients  whose  annual  costs  exceed  $70,000. 
These  networks  will  receive  an  additional  allocation  equal  to  the  amount  that  these 
costs  exceeded  $70,000.  This  addresses  not  only  the  highest  cost  Complex  Care 
patients,  but  also  those  in  the  Basic  Care  group. 

Ten  VERA  Price  Groups  -  This  change  expands  the  VERA  price  groups  from 
three  to  ten  and  recognizes  a  differentiation  in  VA’s  “core  mission”  patients 
(veterans  with  service-connected  disabilities  or  those  with  incomes  below  the 
current  threshold  or  special  needs  patients,  e.g.,  the  homeless)  not  present  in  the 
previous  three  VERA  patient  groups.  It  follows  the  recommendation  provided  in 
the  GAO  and  RAND  reports  and  improves  allocation  equity  among  the  21 
networks.  This  change  also  modifies  the  funding  allocation  split  between  Basic 
Care  and  Complex  Care  to  reflect  the  current  cost  experience  between  these 
groups  rather  than  using  a  fixed  ratio  that  reflects  their  FY  1995  relative  costs. 

FY  2003  National  Average  Prices  Per  Patient  -  The  ten  price  groups  for 
FY  2003  are:  Non-Reliant  -  $263,  Basic  Medical  -  $2,413,  Mental  Health  - 
$3,562,  Heart,  Lung  and  Gastrointestinal  -  $3,722,  Oncology  -  $8,337,  Multiple 
Problem  -  $7,935,  Specialized  Care  -  $18,751,  Supportive  Care  -  $29,780, 
Chronic  Mental  Illness  -  $39,448  and  Critically  Ill  -  $61,1 17. 

Minimum  5%  Increase  and  Maximum  12.6%  Increase  -  This  change  provides 
that  networks  will  receive  a  minimum  five  percent  allocation  increase  above  the 
final  amount  received  in  FY  2002  (includes:  initial  FY  2002  allocation,  an 
additional  $162  million  from  Specific  Purpose  Funds,  $6.8  million  World  Trade 
Center  Funding  adjustment  to  Network  3,  $142  million  supplemental 
appropriation  funding,  and  $82.4  million  from  the  National  Reserve  Fund,  which 
includes  $17.4  million  for  Network  l’s  operational  shortfall).  In  order  to  pay  for 
the  increases  so  that  any  network  that  would  be  receiving  less  than  a  five  percent 
increase  above  the  final  amount  received  in  FY  2002  would  be  increased  to  five 
percent,  VA  has  instituted  a  ceiling  on  fast-growing  networks.  Funding  increases 
for  all  the  networks  will  be  capped  at  12.6  percent  over  the  final  amount  received 
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in  FY  2002.  This  high  cap  is  expected  to  discourage  unmanaged  workload 
growth. 

Research  Support  -  In  FY  2003,  networks  will  again  pass  research  support  funds 
through  to  each  medical  center  and  the  medical  centers  will  obligate  funds  to 
support  the  salaries  of  clinician-researchers  and  other  research  related  expenses. 
Prior  to  FY  2000,  the  national  funding  level  for  research  support  was  allocated  to 
the  networks.  Network  management  in  the  context  of  network-wide  operations 
determined  the  actual  level  of  support  expenditures.  During  FY  2001,  VA  Beta 
Tested  a  new  research  support  accounting  methodology  at  29  V A  medical  centers 
to  document  research  support  costs  differently  than  recorded  in  the  Cost 
Distribution  (CDR)  Report.  As  a  result  of  this  Beta  Test,  action  was  taken  during 
FY  2002  to  expand  the  testing  of  this  new  research  support  accounting 
methodology  to  all  VA  medical  centers  with  research  programs,  and  to 
subsequently  integrate  this  new  accounting  methodology  into  the  Decision 
Support  System  (DSS). 

VERA  Changes  Not  Approved 

There  was  one  additional  change  recommended  for  FY  2003  implementation  that 
the  Under  Secretary  for  Health  did  not  approve.  This  was  to  include  Basic  Care 
Priority  7  veterans  not  previously  included  in  the  VERA  methodology.  In  recent 
years,  this  group  of  patients  has  grown  significantly  even  though  they  were  not 
included  in  VERA  Basic  Care.  It  was  feared  that  the  inclusion  of  these  patients  in 
the  VERA  methodology  would  provide  added  incentives  to  increase  the  number  of 
these  patients.  If  that  did  occur  it  would  mean  there  would  be  less  of  VHA’s 
appropriated  budget  for  its  “core  mission”  patients. 

FY  2003  VERA  Results 


The  following  table  shows  the  composition  of  FY  2003  VERA  results  by  network. 
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Results  of  VERA  Model  -  FY '2003 

($  in  iriliitnO 


Basic  and  Complex 

Care  Workload  with  High  Cost 


Network 

Geographic  Price 
Adjustment* 

Ftitient 

Funding 

Research 

Support 

Education 

Support 

Equipment 

NRM 

5% 

Capping 

Total 

1  Boston 

$838 

$82 

$33 

$21 

$26 

$13 

$0 

$1,012 

2  Albany 

$481 

$38 

$4 

$10 

$16 

$8 

$0 

$556 

3  Bronx 

$S45 

$152 

$12 

$24 

$24 

$16 

$38 

$1,112 

4  Pittsburgh 

$936 

$71 

$15 

$13 

$32 

$16 

-$6 

$1,077 

5  Baltimore 

$516 

$51 

$19 

$10 

$15 

$7 

$0 

$618 

6  Durham 

$858 

$67 

$13 

$15 

$28 

$9 

$0 

$991 

7  Atlanta 

$997 

$79 

$19 

$18 

$34 

$12 

$0 

$1,159 

8  Bay  Pines 

$1,502 

$80 

$13 

$23 

$52 

$19 

-$33 

$1,656 

9  bhshville 

$812 

$10 

$14 

$22 

$28 

$11 

$0 

$927 

10  Cincinnati 

$666 

$51 

$13 

$11 

$21 

$10 

$0 

$771 

11  Arm  Arbor 

$718 

$66 

$17 

$13 

$24 

$12 

$0 

$$49 

12  Chicago 

$806 

$89 

$21 

$26 

$23 

$12 

$0 

$978 

15  Kansas  Gty 

$677 

$32 

$5 

$13 

$23 

$11 

$0 

$761 

16  Jackson 

$1,483 

$88 

$20 

$28 

$52 

$18 

-$1 

$1,689 

17  Efellas 

$816 

$54 

$16 

$14 

$28 

$10 

$0 

$937 

18Phoerrix 

$713 

$33 

$9 

$13 

$26 

$10 

$0 

$803 

19  Denver 

$459 

$30 

$8 

$9 

$16 

$6 

$0 

$528 

20  Portland 

$772 

$58 

$23 

$11 

$26 

$13 

$0 

$903 

21  San  Francisco 

$862 

$92 

$51 

$16 

$26 

$15 

$0 

$1,062 

22  Long  Beadi 

$1,006 

$97 

$50 

$30 

$32 

$17 

-$12 

$1,220 

23Mnneapdis 

$781 

$45 

$25 

$16 

$26 

$11 

$13 

$918 

VHA  Total 

$17,542 

$1,395 

$100 

$356 

$578 

$255 

$0 

$20,526 

Nfate:  The  mnters  may  net  add  due  to  rounding. 

*This  includes  $15.3  billion  for  special  progran*,  9ee  Appendix  1. 


When  estimated  MCCF  (Medical  Care  Collections  Fund)  collections,  Health 
Services  Improvement  Fund  and  estimated  reimbursements  (including  TRICARE 
and  sharing)  are  added  to  the  FY  2003  VERA  allocations,  the  largest  percentage 
increase  from  FY  2002  in  funds  available  for  any  network  is  15.1 1%,  while  the 
smallest  percentage  increase  in  total  funding  for  any  network  is  6.68%,  as  shown 
in  the  following  table.  This  table  shows  historical  VERA  allocations  with 
adjustments  and  estimated  receipts  for  FY  1996  to  FY  2003. 
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FY  19%  -  FY  JIKU  VKRA  Mlocalioiis  wlh  VjjiNtmiks  <mrl  I  stiimtttl  liwijits 


Network 

FY  1996 

Allocations 

aid 

Receipts 

FY  1997 

VERA 

and 

Receipts 

FY  1998 

VERA 

and 

Reoeipts 

FY  1999 

VERA 

aid 

Reoeipts 

FY2000 

VERA 

and 

Receipts 

FY2001 

VERA 

and 

Receipts 

FY2002  FY20Q3 

VERA  and  VERA  and 
Receipts  Receipts 

%  Change 

FY  1996  FY  1997-  FY  1998  FY  1999  FY200O  FY2001-  FY2002  FY  1996 
1997  1998  1999  2000  2001  2002  2003  2003 

1  Boston 

$856 

$848 

$854 

$821 

$853 

$936 

$1,006 

$1,092 

-1.02 

0.78 

-3.89 

3.91 

9.72 

7.45 

857 

27.52 

2  Albany 

$438 

$435 

$441 

$431 

$478 

$516 

$536 

$599 

-0.68 

132 

-212 

1081 

7.94 

3.95 

11.67 

3676 

3  Bronx 

$1,024 

$1,019 

$1,021 

$994 

$1,010 

$1,038 

$1,121 

$1200 

-0.48 

0.16 

-261 

157 

284 

800 

7.00 

17.19 

4  Pittsburgh 

$776 

$781 

$819 

$828 

$901 

$988 

$1,028 

$1,177 

0.53 

4.85 

1.21 

872 

9.71 

4.00 

1458 

51.64 

5  Baltimore 

$426 

$444 

$484 

$489 

$527 

$575 

$605 

$661 

4.21 

9.00 

1.15 

7.74 

9.17 

5.18 

9.19 

55.18 

6  Duham 

$687 

$713 

$749 

$754 

$828 

$893 

$951 

$1,092 

3.68 

5.12 

0.67 

9.77 

7.88 

643 

14.86 

5886 

7  Atlanta 

$781 

$816 

$896 

$922 

$983 

$1,057 

$1,140 

$1248 

4.54 

9.83 

288 

662 

7.49 

7.88 

9.47 

59.87 

8  Bay  Pines 

$962 

$1,021 

$1,113 

$1,161 

$1339 

$1,427 

$1383 

$1,822 

606 

9.03 

4.34 

15.34 

656 

1090 

15.11 

89.31 

9  Nashville 

$691 

$703 

$741 

$746 

$811 

$857 

$925 

$1,014 

1.76 

5.37 

0.69 

874 

5.58 

7.95 

9.65 

4672 

10  Gnrimati 

$513 

$533 

$558 

$574 

$639 

$682 

$736 

$819 

3.86 

4.78 

295 

11.32 

666 

7.94 

11.30 

59.82 

11  Ann  Arbor 

$656 

$659 

$665 

$687 

$726 

$794 

$828 

$931 

0.39 

0.97 

3.36 

5.58 

9.38 

4.33 

1243 

41.92 

12  Chicago 

$839 

$832 

$840 

$820 

$868 

$928 

$973 

$1,063 

-0.78 

0.91 

-238 

5.87 

695 

4.80 

9.27 

2674 

15  Kansas  Gty 

$587 

$618 

$645 

$635 

$669 

$717 

$779 

$836 

5.25 

4.41 

-1.56 

5.36 

7.23 

869 

723 

4243 

16  Jackson 

$1,077 

$1,139 

$1,245 

$1283 

$1,434 

$1,497 

$1396 

$1,821 

5.76 

9.30 

3.08 

11.73 

4.39 

663 

14.13 

69.13 

17  Etillas 

$592 

$630 

$688 

$687 

$774 

$831 

$907 

$1,014 

632 

9.17 

-0.13 

1272 

7.39 

9.17 

11.70 

71.12 

18  Phoenix 

$495 

$528 

$579 

$597 

$715 

$752 

$784 

$874 

658 

9.67 

3.16 

19.64 

5.25 

4.26 

11.51 

7652 

19  Denver 

$368 

$386 

$412 

$407 

$449 

$488 

$528 

$580 

4.82 

679 

-1.27 

10.28 

870 

832 

9.87 

57.68 

20Rrtland 

$589 

$626 

$681 

$704 

$789 

$834 

$889 

$971 

638 

8.64 

3.51 

11.95 

5.73 

663 

9.25 

64.94 

21  San  Franci  sco 

$690 

$724 

$755 

$773 

$850 

$929 

$995 

$1,122 

4.93 

4.29 

229 

10.00 

9.35 

7.06 

1277 

6256 

22  Long  Beach 

$903 

$921 

$966 

$957 

$1,000 

$1,076 

$1,131 

$1,275 

200 

4.88 

-0.95 

4.51 

7.60 

5.08 

1275 

41.17 

23  Mmeapdis 

$713 

$718 

$736 

$756 

$798 

$911 

$966 

$1,031 

0.67 

259 

265 

5.55 

14.18 

605 

668 

44.56 

VHA  Totals 

$14,664 

$15,092 

$15,886 

$16,028 

$17,439 

$18726 

$20,008 

$22243 

292 

5.27 

0.89 

881 

7.38 

684 

11.17 

51.68 

Nate  The  FY  1996  MXF  totals  irdufc  FY 1997  4th  qmrtor  ooOechons  The  FY2OC0NCCF  and  RantusOTiatfigaesiqraert  projected  collections  The  rxirtxis  tray  rot  add  due  to  touring 
FY 1999  Indudes  VERA  plus  S2CMeaTTatod  ty  theCor^jessicral  AppropnaioneConfaerceCorTrittee  for  Nstwri<3.  FY 1 999  includes  VH^A  pits  adjistments  fcr  newly  decmlralized  programs  for  netwxks  which  etceed 
the  3,/«liniaiofi  FY  1 996,  FY1 999,  FY  2000  aid  FY  2001  include  sjjplemBtal  fining  acfiEtmsrts  FY 2000  figres  have  beroadjiHed  to  retku  the  certrahasdfirdr^  of  Prosthetics  for  FY  2001.  FY  2002  induis  the 
VERAa^iBBrenBftjr4netwjte.  FY  2001  figues  have  also  been  atfisted  to  reflect  the  rescission  (S43M). 


Assessments  of  VERA 


VERA  has  been  in  operation  for  five  and  one-half  years  and  has  been  subjected  to 
eight  assessments.  Of  these,  one  was  conducted  by  PricewaterhouseCoopers  LLP, 
the  second  and  third  were  conducted  by  AMA  Systems,  Inc.,  the  fourth  and  fifth 
were  completed  by  the  U.S.  General  Accounting  Office  (GAO),  and  the  sixth, 
seventh,  and  eighth  reviews  were  conducted  by  the  RAND  Corporation  (Phase  I 
and  Phase  II)  and  the  GAO  for  a  follow-up  audit.  The  most  recent  GAO  and 
RAND  studies  are  discussed  in  this  section.  The  other  assessments  are  discussed 
in  Appendix  3. 

General  Accounting  Office  Findings  and  Recommendations 

Early  in  FY  2001,  Congress  asked  GAO  to  study  the  VERA  methodology  and 
answer  the  following  questions: 

•  Has  implementation  of  the  VERA  methodology  resulted  in  a  more  equitable 
allocation  of  VA  health  care  resources? 

•  What  specific  problems  are  VISNs  and  medical  facilities  experiencing  with  the 
VERA  methodology? 
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On  February  28,  2002,  GAO  issued  a  report  entitled  VA  Health  Care:  Allocation 
Changes  Would  Better  Align  Resources  with  Workload  (GAO-02-338).  GAO 
concluded  that  VERA  is  a  reasonable  approach  to  allocate  resources,  but  identified 
weaknesses  in  its  implementation.  GAO  recommended  that  VA  correct  these 
weaknesses  to  better  allocate  comparable  resources  for  comparable  workloads. 

The  five  GAO  recommendations  are  as  follows: 

1.  Better  align  VERA  measures  of  workload  with  actual  workload  served 
regardless  of  veteran  priority  group. 

2.  Incorporate  more  categories  into  VERA’s  case-mix  adjustment. 

3.  Update  VERA’s  case-mix  weights  using  the  best  available  data  on  clinical 
appropriateness  and  efficiency. 

4.  Determine  in  the  supplemental  funding  process  the  extent  to  which  different 
factors  cause  networks  to  need  supplemental  resources  and  take  action  to 
address  limitations  in  VERA  or  other  factors  that  may  cause  budget  shortfalls. 

5.  Establish  a  mechanism  in  the  National  Reserve  Fund  to  partially  offset  the  cost 
of  networks’  highest  cost  Complex  Care  patients. 

VA  concurred  with  GAO’s  recommendations  and  has  addressed  VERA  case-mix 
and  risk  adjustment  changes,  among  others.  Some  of  the  issues  and  actions 
involved  with  VA’s  addressing  these  recommendations  are: 

•  Although  inclusion  of  non-service-connected  Priority  7  veterans  in  the  VERA 
Basic  Care  category  would  be  a  step  toward  better  aligning  the  VERA 
allocation  model  with  VA’s  actual  enrollment  experience,  including  these 
veterans  in  the  VERA  model  would  create  financial  incentives  to  seek  out 
more  of  these  veterans  instead  of  veterans  with  service  connected  disabilities 
or  those  with  incomes  below  the  current  income  threshold  or  special  needs 
patients  (e.g.,  the  homeless),  veterans  who  comprise  VA’s  core  health  care 
mission.  Therefore,  the  Secretary  decided  not  to  include  non-service- 
connected  Priority  7  veterans  in  the  VERA  Basic  Care  category. 

•  VA  identified  and  evaluated  three  potential  case-mix  approaches.  The  three 
potential  approaches  were: 

1 .  VERA  with  47  case-mix  categories,  (GAO  used  44  classes  in  its  report 
based  on  FY  2001,  in  FY  2003  there  are  47  classes) 

2.  VERA  with  10  case-mix  categories,  which  is  a  higher  grouping  of  the 
47  case-mix  categories;  and 

3.  The  Diagnostic  Cost  Groups  (DCGs)  with  25  case-mix  categories  (only 
24  cost  groups). 

•  The  Secretary  made  a  decision  to  implement  the  VERA- 10  case-mix 
methodology  in  FY  2003.  This  includes  6  Basic  Care  price  groups  and  4 
Complex  Care  price  groups. 
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•  By  implementing  the  VERA- 10  case-mix  price  groups  in  FY  2003,  there  is  no 
longer  a  need  to  maintain  the  FY  1995  Complex  Care/Basic  Care  artificial 
allocation  split  of  38%  Complex  and  62%  Basic.  This  change  updates  the 
FY  1995  weights  to  reflect  the  current  base  year  experience.  It  is  not 
anticipated  that  this  change  will  create  a  disincentive  for  the  enrollment  and 
treatment  of  Complex  Care  patients. 

•  VA  implemented  caps  on  the  FY  2003  VERA  allocation  increase  over  adjusted 
FY  2002  allocations  at  the  low  end  of  +  5%  and  at  the  high  end  of  +12.6%.  As 
a  result,  it  is  expected  there  will  be  no  supplemental  VERA  adjustment  in 

FY  2003. 

•  For  FY  2003,  VA  provided  an  allocation  for  each  network’s  top  1%  high-cost 
patients.  This  change  recognizes  the  impact  of  high-cost  patients  whose  annual 
costs  exceed  an  established  threshold  of  $70,000.  Networks  receive  an 
additional  allocation  equal  to  the  amount  that  their  patient’s  costs  exceed  the 
$70,000  threshold. 

The  RAND  Corporation  Study  -  An  Analysis  of  the  Veterans  Equitable 
Resource  Allocation  (VERA)  System  -  Phase  I  and  Phase  II. 

Congress  directed  in  Public  Law  106-377  that  VA  enter  into  a  contract  with  a 
federally-funded  research  and  development  center  to  conduct  an  analysis  of 
VERA.  VA  contracted  with  the  RAND  Corporation  to  conduct  this  study.  In  July 
2001,  RAND  submitted  its  Phase  I  VERA  report  to  the  VHA  Office  of  Finance. 

In  turn,  on  September  18,  2001,  VA  transmitted  the  Phase  I  VERA  report  to 
Congress. 

The  FY  2002  Senate  Appropriations  Committee  report  language  indicated  the 
Committee  was  pleased  with  the  initial  results  of  the  VERA  study  and  directed 
VA  to  continue  this  federally-funded  research  and  development  center  study 
through  the  end  of  FY  2002.  The  RAND  Corporation  submitted  its  Phase  II 
VERA  report,  “An  Analysis  of  Potential  Adjustments  to  the  Veterans  Equitable 
Resource  Allocation  (VERA)  System”,  to  VA  on  October  4,  2002.  It  was 
provided  to  Congress  on  November  5,  2002.  The  FY  2003  Senate  Appropriations 
Committee  report  language  further  directed  VA  to  continue  this  federally-funded 
research  and  development  center  study  through  the  end  of  FY  2003. 

The  purpose  of  the  RAND  VERA  study  was  to  determine  whether  VERA’s 
methodology  leads  to  a  distribution  of  funds  that  covers  the  special  needs  of  some 
veterans  and  investigate  the  progress  of  this  funding  allocation  method.  Congress 
expressed  the  following  three  specific  areas  of  concern  for  the  study. 

•  The  impact  of  the  allocation  of  funds  under  the  VERA  formula  on  VISNs  and 
sub-regions  with  older- than-average  medical  facilities;  those  with  older  or 
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more  disabled  enrolled  veterans;  those  undergoing  major  consolidation;  and/or 
those  with  appointment  backlogs  and  waiting  periods  in  rural  and  urban  sub- 
regions. 

•  Issues  associated  with  the  maintenance  of  direct  affiliations  between  VA 
medical  centers  and  university  teaching  and  research  hospitals. 

•  Whether  the  VERA  formula  for  allocating  funds  adequately  accounts  for 
differences  in  weather  conditions  when  calculating  the  cost  of  construction 
and  maintenance  of  health  care  facilities,  and  whether  VISNs  that  experience 
harsh  weather  conditions  require  more  resources. 

To  address  these  issues  within  the  project’s  allotted  time  frame,  RAND  initially 
conducted  a  qualitative  analysis  of  the  VERA  system  gathering  data  from  site 
visits,  interviews,  and  published  reports.  Findings  from  that  analysis  appear  in  a 
report  entitled  “An  Analysis  of  the  Veterans  Equitable  Resource  Allocation 
(VERA)  System”  (RAND  MR-1419-DVA). 

The  Phase  I  report  identified  several  key  issues  that  would  require  additional 
quantitative  evaluation  to  resolve;  however,  such  analysis  was  outside  the  scope  of 
that  initial  phase  of  work.  As  a  result,  in  the  fall  of  2001,  Congress  directed  VA  to 
continue  the  federally-funded  research  and  development  center  study  through 
FY  2002.  VA  contracted  with  RAND  to  conduct  a  Phase  II  VERA  study. 

An  underlying  concern  in  Phase  I,  and  one  that  was  articulated  in  the  legislation 
calling  for  the  study,  was  whether  the  VERA  system  for  allocating  resources 
omitted  consideration  of  certain  factors,  particularly  factors  that  had  a  predictable 
and  systematic  impact  on  the  costs  of  providing  health  care  to  veterans  and  were 
largely  outside  the  control  of  VISN  directors.  The  goal  of  the  Phase  II  VERA 
study  was  intended  to  evaluate  the  impact  of  these  factors  on  the  variation  in 
individual  patient  costs  across  VISNs  and  to  assess  the  potential  effects  of 
modifications  that  might  be  made  to  VERA  for  such  factors. 

A  brief  summary  of  the  contractor’s  findings  and  conclusions  follow,  which 
address  both  the  Phase  I  VERA  and  Phase  II  VERA  study  task  requirements. 

Phase  I  VERA  Report  Overview: 

•  Overall,  the  study  identified  factors  that  may  influence  the  costs  of,  and  access 
to,  care  within  the  VA  system  and  assessed  how  VERA  adjusts  for  those 
effects.  Among  the  findings  of  the  report  was  that  health  care  delivery  costs 
might  be  affected  by  the  age,  physical  condition,  and  historical  significance  of 
a  VISN’s  facilities,  factors  for  which  VERA  makes  no  adjustments. 

•  Another  finding  was  that  VERA’s  case-mix  adjustment  methodology  might 
not  account  adequately  for  differences  in  the  average  health  status  of  veterans 
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across  VISNs.  In  contrast,  the  influence  of  such  factors  as  weather  extremes 
and  rural  versus  urban  location  appeared  less  clear.  Finally,  the  report 
concluded  that  a  comprehensive  evaluation  of  the  current  system,  as  well  as 
the  potential  effects  of  modifications  to  it,  would  require  extensive, 
quantitative  analysis. 

For  Phase  II,  RAND  analyzed  data  from  a  variety  of  sources  including  VA,  the 
Centers  for  Medicare  and  Medicaid  Services,  and  individual  counties  nationwide, 
and  evaluated  the  effects  of  17  patient- specific  and  22  facility- specific 
characteristics  on  the  variation  in  individual  patient  costs  across  VISNs. 

The  major  findings  are  summarized  as  follows: 

•  For  the  most  part,  facility  infrastructure  characteristics  do  not  play  an 
important  role  in  explaining  patient  cost  variation. 

•  Additional  adjustments  to  VERA  may  be  warranted: 

•  VERA- 10  or  VA  Diagnostic  Cost  Groups  (DCGs)  should  be  used  to 
adjust  for  case-mix  differences. 

•  If  more  refined  case-mix  adjustment  is  made,  educational  support 
should  be  revisited. 

•  Medicare  reliance  should  be  accounted  for. 

•  To  make  these  adjustments,  VA  should  consider  adopting  an  allocation  system 
that  relies  on  a  regression/simulation  framework  similar  to  the  one  used  in  the 
Phase  II  analysis.  However,  before  making  any  modifications  along  these 
lines,  during  Phase  III  of  the  study,  VA  should: 

•  Examine  why  gainers  and  losers  are  different  under  VERA- 10  and  VA 
DCGs. 

•  Disaggregate  simulated  allocations  to  better  understand  impact  of 
different  variables. 

•  Update  the  models  using  FY  2001  VA  data  and  FY  2000  Medicare  data. 

•  Modeling  approach  may  be  used  in  the  adjustment  process  and  in  making 
network  to  facility  allocations. 

The  FY  2003  Senate  Appropriations  Committee  report  language  has  directed  a 
Phase  III  RAND  VERA  study  that  will  provide  analyses  analogous  to  the  ones  in 
Phase  II,  using  the  most  recent  VA  and  Medicare  data.  Further,  in  Phase  III, 
RAND  will  provide  the  results  of  disaggregating  the  data  to  allow  the  examination 
of  VISN  allocations  by  selected  patient  and  facility  level  variables.  The  Senate 
Appropriations  Committee  directed  VA  to  provide  interim  reports  on  Phase  III  in 
February  2003  and  June  2003  and  a  complete  study  by  the  end  of  FY  2003. 
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Potential  Future  Changes  to  VERA 


In  the  interest  of  continuous  improvement,  studies  are  ongoing  to  ensure  that  the 
VERA  methodology  includes  timely  and  accurate  information  and  processes. 

Patient  Classifications  -  In  addition  to  the  VERA- 10  methodology,  VHA  is 
currently  reviewing  two  other  methodologies  for  potential  application  in  the 
FY  2005  network  budget  allocations.  The  RAND  Corporation  Phase  II  VERA 
Report  indicated  that  VA  should  consider  modifying  VERA  to  a  regression  based 
model  that  would  include  21  patient  and  facility  variables  compared  to  VA’s 
current  VERA- 10  model.  However,  RAND  noted  that  before  moving  to  a 
regression  based  model  Phase  III  of  its  study  should  be  completed  in  order  to: 

•  Examine  how  the  variables  influence  allocations. 

•  Refine  the  model  to  reflect  more  recent  data. 

•  Resolve  key  implementation  issues. 

•  Make  the  model  more  transparent  to  users. 

During  FY  2003,  the  National  Leadership  Board  (NLB)  Finance  Committee  will 
continue  to  review  future  VERA  methodology  changes,  e.g.,  Diagnostic  Cost 
Groups  (DCGs),  for  potential  application  in  FY  2005.  Over  the  past  several  years, 
the  use  of  DCGs  and  risk  adjusters  have  been  studied  by  the  VHA  Houston  Center 
for  Quality  of  Care  and  Utilization  Studies,  a  VA  Health  Services  Research  and 
Development  (HSR&D)  Center  for  Excellence  and  the  VHA  Management  Science 
Group  in  Bedford,  Massachusetts,  currently  for  the  NLB  Finance  Committee  and 
previously  the  VERA  Patient  Classification  Workgroup.  The  VA-DCG  model  is 
similar  to  the  one  used  by  the  Centers  for  Medicare  and  Medicaid  Services  (CMS) 
for  its  Medicare  +  Choice  program  and  is  a  case-mix  model  that  is  based  mainly 
on  diagnosis  and  demographics  of  patients,  except  in  the  case  of  special  needs 
Complex  Care  patients,  where  case-mix  is  based  on  utilization  factors  similar  to 
the  VERA  model.  In  the  DCG  model,  ICD-9-CM  Diagnostic  Codes  are  used  to 
produce  545  diagnostic  groups  that  are  further  classified  into  118  Hierarchical 
Condition  Categories  (HCCs).  For  allocation  purposes,  patients  are  then  grouped 
based  on  their  predicted  expenditures  into  Diagnostic  Cost  Groups.  The  DCGs  for 
VA  purposes  contain  25  case-mix  categories  (only  24  cost  groups).  The  Houston 
Center  for  Quality  of  Care  and  Utilization  Studies  and  the  Management  Science 
Group  have  developed  modifications  to  the  current  DCG  system  using  actual  VA 
cost  data.  If  the  NLB  Finance  Committee  review  demonstrates  identifiable 
benefits,  a  DCG  or  modified  DCG  system  could  be  considered  for  the  FY  2005 
allocation  process. 


x 


TABLE  OF  CONTENTS 


Page 

Executive  Summary . i 

Sections 

I.  VERA  Components . 1 

II.  VERA  Results . 24 

III.  Assessments  of  VERA . 41 

IV.  The  Future  of  VERA . 52 

Appendices: 

Appendix  1 :  Key  formulas  and  data  in  the  FY  2002  VERA . 54 

Appendix  2:  The  Veterans  Integrated  Service  Networks . 86 

Appendix  3:  History:  Previous  Allocation  Models,  Changes  to  VERA,  Results, 

VERA  Supplemental  Adjustments  and  Previous  Assessments . 89 

Listing  of  Figures  and  Tables 

Figure  1 :  General  Purpose  and  Specific  Purpose  components  of  VERA . 3 

Figure  2:  Establishing  VERA  national  prices,  FY  2003 . 10 

Figure  3:  FY  2003  VERA  geographic  price  adjustment . 15 

Figure  4:  Components  of  Specific  Purpose  VERA  funding . 21 

Figure  5:  Projected  VERA  average  price  by  network  FY  2003 . 28 

Figure  6:  Impact  of  VERA  model . 33 

Figure  7:  Percent  change  in  allocation  in  each  VERA  component,  FY  1997  to 

FY  2003 . 35 

Figure  8:  FY  1996  -  FY  2001  dollars  spent  per  patient,  percent  variance  from 

national  average . 37 

Figure  9:  Historic  resource  consumption  per  patient . 92 

Figure  10:  Basic  single  outpatient  visits  as  percent  of  3-year  Basic  workload,  by 

network,  FY  1995  -  FY  1997 . 96 

Figure  11:  Basic  single  outpatient  visits  and  non-vested  workload  as  percent  of  3- 

year  Basic  workload,  by  network,  FY  1996  -  FY  1998 . 97 

Figure  12:  Non-vested  workload  as  percent  of  3-year  Basic  workload,  by  network ...  98 

Table  1:  Composition  of  VERA- 10  price  groups  . 7 

Table  2:  Basic  and  Complex  Care  workload  FY  2003  . 8 

Table  3:  Network  Basic  Care  and  Complex  Care  allocations  FY  2003  . 1 1 

Table  4:  VERA  ten  price  group  case-mix  . 12 

Table  5:  Geographic  price  adjustment . 14 

Table  6:  Research  support  allocation . 17 

Table  7:  Education  support  allocation . 18 


Table  8:  Equipment  allocation . 19 

Table  9:  Non-Recurring  Maintenance  allocation . 20 

Table  10:  Results  of  VERA  model  -  FY  2003  . 24 

Table  1 1:  Changes  in  network  budgets  FY  2002  -  FY  2003  . 25 

Table  12:  FY  2003  VERA  outcome  without  5%  low  cap . 26 

Table  13:  Change  in  network  allocations  over  prior  year  including  VERA 

adjustments . 31 

Table  14:  Network  allocations  compared  to  system- wide  increase  over  prior  year 

including  VERA  adjustments . 31 

Table  15:  FY  1996  -  FY  2003  resource  allocations  by  network  (capped  and  with 

VERA  adjustments) . 32 

Table  16:  Percent  change  in  allocation  in  each  VERA  component,  FY  1997  to 

FY  2003 . 34 

Table  17:  MCCF  and  other  collections  -  FY  2003  . 38 

Table  18:  FY  1996  -  FY  2003  VERA  allocations  with  adjustments  and  estimated 

receipts . 40 

Table  19:  VERA  adjustments  FY  1999  -  FY  2002 . 105 


Section  I 

VERA  Components 


To  simplify  VA’s  funding  allocation  system  and  to  make  it  understandable  and 
credible,  the  easiest  approach  would  have  been  to  implement  a  system  that  simply 
measured  the  number  of  veterans  who  use  VA  health  care,  and  then  give  to  each 
network  a  single  dollar  amount  for  each  veteran  in  that  network.  This  was 
believed  to  be  unworkable  because  of  the  varying  health  care  needs  of  VA’s 
patients  and  the  complexity  of  the  VA  health  care  system.  These  complexities 
must  be  recognized  and  balanced  with  the  need  for  an  equitable  and 
understandable  funding  allocation  system. 

VERA  addresses  the  complexities  of  veterans’  health  care  by  recognizing  several 
factors,  including: 

•  VA  treats  three  general  types  of  patients  -  those  who  use  some  health  care 
services  but  are  less  reliant  on  the  VA  system,  those  with  “routine”  health  care 
needs  who  rely  on  VA  health  care,  and  those  with  “special”  or  “complex,”  and 
generally  chronic,  health  care  needs  that  are  relatively  expensive; 

•  VA  patients  are  identified  in  one  of  47  patient  classes  which  are  further 
aggregated  into  ten  case-mix  price  groups; 

•  Two  types  of  funds  -  The  medical  care  appropriation  is  divided  into  general 
purpose  funds  allocated  based  on  patients  treated  and  specific  purpose  funds 
allocated  on  other  basis  because  of  special  legal  or  programmatic  requirements, 
national  support  functions,  and  projects  where  economies  of  scale  can  be 
achieved  at  a  national  level  support  the  continuation  of  some  allocations 
outside  the  VERA  model; 

•  The  costs  of  providing  care  across  the  country  varies  because  of  factors  that 
are  beyond  the  control  of  VA  management  (e.g.,  the  cost  of  labor  and  contracts 
in  New  York  is  higher  than  in  Mississippi); 

•  Not  all  veterans  receive  their  VA  health  care  in  the  same  network.  Many 
veterans  receive  care  in  more  than  one  network.  For  example,  veterans 
commonly  referred  to  as  “snowbirds”  live  in  the  northeast  part  of  the  year  and 
in  the  south  or  southwest  the  remainder  of  the  year; 
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•  Costs  for  Research  and  Education  vary  because  of  differences  across  the 
country  in  VA’s  academic  affiliations  and  research  programs; 

•  Equipment  and  Non-Recurring  Maintenance  investments  vary  because  of 
cost-of-living  differences  across  networks  and  prior  year  investments. 

Each  of  these  complexities  is  addressed  in  the  VERA  system  and  is  explained  in 
detail  in  the  following  sections. 

VHA’s  medical  care  appropriation  is  divided  into  two  major  components:  (1) 
General  Purpose  funding  and  (2)  Specific  Purpose  funding.  For  FY  2003,  General 
Purpose  funds  will  constitute  86%  ($20.53  billion)  of  VA’s  Medical  Care  budget 
and  is  distributed  to  the  21  networks  using  the  VERA  model.  The  Specific 
Purpose  portion  will  constitute  the  remaining  14%  ($3.37  billion)  and  is  allocated 
outside  the  VERA  model. 


General  Purpose  Funds 

To  recognize  the  complexities  discussed  above,  VERA  consists  of  nine  elements 
used  to  allocate  General  Purpose  funds.  These  are: 

1 .  Basic  Care  (with  six  price  groups) 

2.  Complex  Care  (with  four  price  groups) 

3.  Geographic  Price  Adjustment 

4.  Research  Support 

5.  Education  Support 

6.  Equipment 

7.  Non  Recurring  Maintenance  (NRM) 

8.  Adjustment  for  top  1%  high  cost  patients 

9.  Minimum/Maximum  caps  on  FY  2003  allocation  increases 

Figure  1  (in  billions  of  dollars)  depicts  the  VERA  system  and  the  dollar  amounts 
in  General  Purpose  and  Specific  Purpose  funds. 
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Figure  1 :  General  Purpose  and  Specific  Purpose 
Components  of  VERA 


The  nine  General  Purpose  elements  were  developed  to  balance  recognition  of  the 
complexities  of  the  VA  health  care  system  with  the  need  to  make  the  funding 
allocation  process  more  understandable  and  fair.  Each  of  the  nine  factors  is 
discussed  in  the  following  sections. 

Workload  Elements:  Basic  and  Complex  Care 

Funding  the  Basic  and  Complex  Care  elements  accounts  for  the  overwhelming 
majority  of  the  Medical  Care  appropriation  —  $18.9  billion -(79%).  These  two 
elements  allocate  funding  based  on  the  patient  workload  that  the  networks  are 
expected  to  provide  in  FY  2003. 

There  are  three  fundamental  components  underlying  each  of  the  Basic  and 
Complex  Care  elements: 

1 .  Patient  Groups  (types  of  patients) 

2.  Workload  (volume  of  patients  within  patient  groups) 
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3.  Price  Setting  (dollar  value  of  workload  volume  within  patient  groups) 

Each  of  these  three  components  is  discussed  below. 

Patient  Groups 

Basic  Care  patients  are  those  who  have  relatively  “routine”  health  care  needs. 
They  are  principally  cared  for  in  an  ambulatory  care  setting  with  short-term 
inpatient  admissions,  as  needed.  They  generally  do  not  require  the  services  of  the 
special  emphasis  programs  such  as  spinal  cord  injury,  blind  rehabilitation,  and 
chronic  mental  illness.  They  have  a  range  of  health  care  needs  from  simple  to 
complex,  including  conditions  such  as  acute  and  chronic  cardiovascular  disease, 
cancer,  diabetes,  acute  substance  abuse  disorders,  acute  mental  disorders  and  a 
broad  range  of  primary  care  needs.  Ninety-six  percent  of  VA’s  patients  receive 
Basic  Care.  These  patients  represent  67%  of  the  dollars  allocated  through  the 
Basic  and  Complex  Care  elements  of  VERA  before  high  cost  adjustment.  In 
FY  1999,  Basic  Care  was  further  divided,  and  a  separate  price  established,  to 
address  those  patients  who  had  only  one  outpatient  encounter  during  the  3-year 
workload  period.  These  veterans  had  very  little  reliance  on  the  VA  health  care 
system. 

Differences  between  the  vested  (Basic  Vested)  patient  and  the  occasional  user 
(Basic  Non-Vested)  was  further  refined  for  the  FY  2000  network  budget 
allocations.  VA's  goal  was  to  determine  what  constitutes  a  vested  patient,  even 
with  one  visit,  and  fund  those  patients  at  the  full  Basic  Care  price.  VA  decided 
that  clinical  measurement  criteria  would  be  established  as  the  basis  for  all  patient 
classes  and  to  move  away  from  basing  classifications  on  counting  visits  and 
hospital  stays.  A  description  was  needed  for  the  limited  user  that  was  not  based  on 
the  number  of  care  encounters  (clinic  visits  or  hospital  stays).  As  a  result, 
beginning  in  FY  2000,  Basic  Care  patients  consist  of  two  groups;  vested,  those 
who  rely  on  VA  for  their  care,  and  non- vested,  those  who  use  some  VA  health 
care  services  but  are  less  reliant  on  the  VA  system.  A  patient  is  considered  vested 
in  the  veterans’  health  care  system  if  he  or  she  has  used  inpatient  services  or  if  he 
or  she  received  an  appropriate,  detailed  medical  evaluation  during  the  past  three 
years.  This  medical  evaluation  is  determined  through  the  presence  of  an 
appropriate  Current  Procedural  Terminology  (CPT)  code.  By  applying  relevant 
CPT  codes  to  outpatients  seen  in  Fiscal  Years  1999,  2000,  and  2001,  and  counting 
the  inpatients  for  those  same  years,  patients  identified  for  the  FY  2003  VERA  as 
either  vested  or  non-vested  and  are  classified  into  21  of  the  47  patient 
classification  groups.  These  21  classes  are  then  aggregated  to  one  of  six  Basic 
Care  price  groups  as  shown  in  Table  1  on  page  7. 


4 


Complex  Care  patients  are  those  that  generally  require  the  services  of  VA’s 
special  emphasis  programs.  These  patients  have  had,  or  will  require,  significant 
high-cost  inpatient  care  as  an  integral  part  of  their  rehabilitation  or  functional 
maintenance.  These  patients  include  those  with  hepatitis  C  with  anti-viral  therapy, 
spinal  cord  injury,  chronic  mental  illness,  stroke,  traumatic  brain  injury,  post- 
traumatic  stress  disorder  (PTSD),  ventilator  dependency  and  those  who  need 
extended  care,  blind  rehabilitation,  organ  transplants,  dialysis,  as  well  as 
HIV/AIDs  veterans  with  infection  or  malignancy  and  who  are  on  specific  HIV 
medications.  The  Complex  Care  group  accounts  for  only  4%  of  the  users,  but 
33%  of  the  dollars  available  for  the  Basic  and  Complex  Care  groups.  Based  on  the 
Complex  Care  patients  seen  in  Fiscal  Years  1997,  1998,  1999,  2000,  and  2001  a 
forecast  of  FY  2003  Complex  Care  patients  is  made.  These  patients  are  classified 
into  26  of  the  47  patient  classes.  These  26  classes  are  further  aggregated  into  the 
four  Complex  Care  price  groups  shown  in  Table  1  on  page  7. 

Ten  VERA  Price  Groups:  The  VERA  price  groups  were  expanded  from  three  to 
ten  in  FY  2003  to  recognize  a  differentiation  in  VA’s  “core  mission”  patients 
(veterans  with  service-connected  disabilities  or  those  with  incomes  below  the 
current  threshold  or  special  needs  patients,  e.g.,  the  homeless)  not  present  in  the 
previous  three  VERA  price  groups.  This  change  is  consistent  with  the 
recommendations  in  the  GAO  and  RAND  reports  and  improves  equity  of  resource 
allocation  among  networks.  This  change  also  modifies  the  initial  funding 
allocation  split  between  Basic  Care  and  Complex  Care  to  reflect  the  current  base 
year  cost  experience  rather  than  continuing  to  use  the  fixed  FY  1995  cost  split 
ratio. 

Additional  Allocation  for  the  Top  1%  High- Cost  Patients:  This  change 
provides  an  additional  allocation  to  networks  with  the  highest  cost  patients  by 
recognizing  the  impact  on  those  networks  with  patients  whose  annual  costs  exceed 
$70,000.  These  networks  will  receive  an  additional  allocation  equal  to  the  amount 
that  these  costs  exceeded  $70,000.  This  addresses  not  only  the  highest  cost 
Complex  Care  patients,  but  also  those  in  the  Basic  Care  group. 

VERA  Changes  Not  Approved:  There  was  one  VERA  change  recommended  for 
FY  2003  implementation  that  was  not  approved  by  the  Secretary.  GAO,  in  its 
February  2002  report  (GAO-02-338)  on  VERA,  recommended  that  VA  ‘‘Better 
align  VERA  measures  of  workload  with  actual  workload  served  regardless  of 
veteran  priority  group.” 

Based  on  a  careful  assessment  of  all  policy  options,  the  Secretary  decided  to 
continue  the  past  practice  of  excluding  non-service-connected  Priority  7  Basic 
Care  patients  from  the  VERA  allocation  model  for  FY  2003.  Although  the 
inclusion  of  non-service-connected  Priority  7  veterans  in  the  VERA  Basic  Care 
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category  would  be  a  step  toward  better  aligning  the  VERA  allocation  model  with 
VA’s  actual  enrollment  experience,  including  these  veterans  in  the  VERA  model 
would  create  financial  incentives  to  seek  out  more  of  these  veterans  instead  of 
veterans  with  service  connected  disabilities  or  those  with  incomes  below  the 
current  income  threshold  or  special  needs  patients  (e.g.,  the  homeless),  veterans 
who  comprise  VA’s  core  health  care  mission. 

VA  experienced  uncontrolled  growth  in  the  Priority  7  veterans  when  they  were  not 
included  in  the  VERA  model,  and  VA  does  not  want  to  encourage  unmanageable 
growth  by  including  them  in  the  VERA  model.  The  allocation  of  fixed  resources 
to  networks  is  done  on  a  zero  sum  basis.  Increased  resources  for  non-service- 
connected  Priority  7  veterans  would  come  at  the  expense  of  veterans  who  are 
service-connected,  poor,  or  who  require  specialized  services.  Also,  the  allocation 
of  resources  to  areas  with  a  disproportionate  percentage  of  non-service-connected 
Priority  7  veterans  would  come  at  the  expense  of  veterans  who  live  in  areas  with 
disproportionately  higher  numbers  of  service-connected  and  lower  income 
veterans. 

Workload 

For  each  price  group,  a  workload  (i.e.,  the  number  of  veterans  upon  which 
allocations  will  be  made)  must  be  established. 

Basic  Care:  In  anticipating  the  need  to  move  toward  a  stable,  capitation-based 
allocation  methodology,  VA  chose  to  allocate  the  Basic  Care  resources  using  a 
workload  measure  representative  of  a  population  of  potentially  “enrolled”  eligible 
veterans  (i.e.,  a  “proxy”  enrollment).  This  population  would  be  larger  than  just  the 
forecasted  count  of  veterans  that  would  be  cared  for  in  a  single  year,  because  not 
all  VA  patients  use  health  care  services  every  year.  Further,  one-year  forecasts 
can  vary  from  year  to  year  depending  on  annual  changes  in  capacity  and  economic 
factors.  This  annual  variation  was  thought  to  be  counter  to  the  concept  of  a  stable 
subscriber  base.  Furthermore,  the  ideal  database  of  current  eligible  veterans  (users 
and  nonusers)  by  network  for  the  years  covered  by  the  VERA  workload  volume  is 
not  robust  enough  for  resource  allocation  purposes. 

After  considerable  analysis,  VA  chose  to  use  the  count  of  eligible  veterans  who 
had  used  VA  services  during  three  prior  years,  i.e.,  in  any  of  the  years  FY  1999, 

FY  2000  and  FY  2001.  “Eligible  veterans”  was  further  defined  to  include  only 
Priority  1  -  7  veterans,  excluding  those  Priority  7  veterans  whose  illness  is  non¬ 
service-connected.  This  group  included  veterans  with  service-connected 
disabilities;  veterans  with  income  below  the  established  dollar  threshold;  veterans 
who  receive  compensation  and  pension  exams;  World  War  I  veterans;  ex- 
Prisoners  of  War;  veterans  with  special  statutory  eligibilities  based  on  exposures 


6 


to  Agent  Orange  in  Vietnam, 
radiation  from  a  nuclear 
detonation,  or  an  environmental 
hazard  or  toxic  substance  in  the 
Persian  Gulf;  and  domiciliary 
patients.  The  use  of  Priority  1  - 
7  veterans  (excluding  veterans 
whose  illness  is  non-service- 
connected)  as  the  basis  of  the 
allocation  provides  an  equity  of 
access  dimension  to  VA  health 
care  resource  management 
because  it  links  funding  to 
veterans  who  have  the  highest 
priority  for  care  under 
authorizing  legislation. 

In  FY  2003,  VERA  has 
expanded  from  three  to  ten  price 
groups.  There  are  six  (1 
through  6)  Basic  Care  price 
groups  and  four  (7  through  10) 
Complex  Care  price  groups.  A 
separate  price  for  each  of  the  six 
Basic  Care  price  groups  has 
been  established  based  on  the 
relative  cost  of  each  group.  For 
FY  2003,  these  price  groups  are 
1)  Non  Reliant  Care,  2)  Basic 
Medical,  3)  Mental  Health,  4) 
Heart,  Lung,  and 
Gastrointestinal,  5)  Oncology, 
and  6)  Multiple  Problem.  All 
veteran  users  seen  over  a  3 -year 
period,  FY  1999  through 
FY  2001,  excluding  non¬ 
service-connected  Priority  7 
veterans  in  the  VERA  Basic 
Care  category,  are  incorporated 
into  the  network’s  FY  2003 
VERA  allocation. 

Complex  Care:  The  nature  and 


fable  1:  Composition  of  VERA  10  Price  Groups 


VERA  10  VERA 

Group  Name  &  Class 

No.  No.  VERA  Class  Name 

1.  Non  Reliant  Care:  Basic  Non-Vested  /  Vested 

1  Employee/Collateral  * 

2  Pharmacy  * 

3  Compensation  and  Pension  Exams 

4  Non-Vested 

2.  Basic  Medical:  Basic  Vested 

5  Ear,  Nose  and  Throat 

6  Other  Acute  Diseases 

7  Endocrine,  Nutritional,  Metabolic  Disorders 

8  Central  Nervous  System 

9  Musculoskeletal  Disorders 

3.  Mental  Health:  Basic  Vested 

10  Acute  Mental  Disease 

1 1  Addictive  Disorders 

4.  Heart,  Lung  &  GI:  Basic  Vested 

12  Cardiovascular  Disease 

1 3  Gastroenterology  Disorder 

14  Pulmonary  Disease 

5.  Oncology:  Basic  Vested 

15  Hepatitis  C  without  Anti-viral  Therapy 

16  HIV  without  Anti-retroviral  Therapy 

17  Oncology 

6.  Multiple  Problem:  Basic  Vested 

1 8  Medical/Psychiatry  +Substance  Abuse 

19  Psychiatry  +  Substance  Abuse 

20  Multiple  Medical 

21  Post  Tramautic  Stress  Disorder  (PTSD)  Acute 

7.  Specialized  Care:  Complex 

22  Hepatitis  C  with  Anti-viral  Therapy 

23  HIV  with  Anti-retroviral  Therapy 

24  Chronic  PTSD 

25  Home  Based  Primary  Care  (HBPC) 

26  Traumatic  Brain  Injury  (TBI) 

8.  Supportive  Care:  Complex 

27  Stroke 

28  Domiciliary 

29  Spinal  Cord  Injury  (SCI)  Para-old  Injury 

30  SCI  Quad-old  Injury 

31  Blind  Rehabilitation  Service 

32  Community  Nursing  Home 

33  Long  Term  Care:  Low  Activities  of  Daily  Living  (ADL) 

9.  Chronic  Mental  Illness:  Complex 

34  Mental  Health  Intensive  Case  Management 

35  Other  Psychosis 

36  Substance  Abuse 

37  Schizophrenia  &  Dementia 

10.  Critically  III:  Complex 

38  End  Stage  Renal  Disease  (ESRD) 

39  SCI  Para-new  Injury 

40  SCI  Quad-new  Injury 

41  Long  Term  Care:  Clinical  Complex 

42  Long  Term  Care:  Behavioral 

43  Long  Term  Care:  Physical 

44  Long  Term  Care:  Rehabilitation 

45  Long  Term  Care:  Specialized  Care 

46  Transplants 

47  Ventilator  Dependent 

*  Care  delivered  to  a  veteran  classified  as  "employee/collateral"  and/or  "pharmacy"  is 
only  included  under  the  VERA  methodology  in  conjunction  with  care  delivered  to  that 
veteran  in  other  classes. 

Note:  Detailed  information  on  the  patient  classifications  can  be  found  in  the  VERA 
Handbook.  The  chapter  is  located  on  the  Allocation  Resource  Center  Website 
(http://vaww.arc.med.va.gov). 
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treatment  needs  of  the  Complex  Care  user  population  is  considerably  different 
than  that  of  the  Basic  Care  users.  Complex  Care  patients  are  high-intensity  users. 
Their  average  price  is  nearly  10  times  greater  than  that  of  the  average  Basic  Care 
patient,  are  cared  for  by  the  VA  throughout  each  year  (with  multiple  visits  over  12 
months),  and  receive  care  over  the  course  of  many  years  (i.e.,  they  use  VA  year 
after  year).  Almost  all  of  these  patients  will  use  VA’s  special  emphasis  programs 
services  at  some  time  during  each  year.  The  annual  turnover  rate  (the  percent  of 
veterans  seen  each  year  who  are  not  seen  the  following  year)  for  Complex  Care 
patients  is  usually  less  than  5%  (as  compared  to  20%  for  Basic  Care). 


As  in  the  past,  the  Complex  Care  workload  is  forecasted  based  on  the  number  of 
Complex  Care  patients  who  used  VA  services  during  the  past  five  years.  The 
FY  2003  Complex  Care  workload  is  a  forecasted  trend  of  workload  based  on 
veterans  who  used  the  VA  health  care  system  from  FY  1997-FY  2001.  For 
FY  2003,  the  Complex  Care  price  groups  represent  the  four  highest  groups  in  the 
VERA- 10  model.  They  are:  7)  Specialized  Care,  8)  Supportive  Care,  9)  Chronic 

Mental  Illness,  and  10)  Critically  Ill. 

,i  ,  >  ,  .  .  iui’  ii  rio'j 


While  determining  the  workload  for  each  of  the  two  patient  groups,  VA  had  to 
ensure  that  VERA  recognizes  and  accounts  for  veterans  who  receive  their  health 


care  in  more  than  one  network.  A 
typical  example  is  the  veteran  who 
lives  in  New  York,  but  spends  a 
significant  part  of  the  year  in  Florida. 
To  account  for  these  veterans,  VERA 
provides  each  network  with  a 
proportion  of  the  price  for  each  veteran 
who  has  historically  received  care  in 
different  locations.  For  example  the 
New  York  City  Network  may  get  60% 
of  the  workload  for  a  Basic  Care 
veteran,  and  the  Florida  Network  may 
get  40%  if  the  veteran  received  60%  of 
his  care  at  New  York  facilities  and 
40%  at  Florida  facilities.  The 
proportions  are  based  on  the  actual 
base  year  costs  of  the  care  for  these 
veterans  in  each  network. 

Table  2  shows  the  expected  network- 
specific  workload  (in  numbers  of 
veterans)  for  the  Basic  Care  and 
Complex  Care  elements  for  the 


Table  2:  Basic  and  Complex  Care 
Workload  FY  2003 


Network 

Basic  Care 

Complex  Care 

1  Boston 

168,178 

6,930 

2  Albany 

102,723 

5,054 

3  Bronx 

155,915 

8,164 

4  Pittsburgh 

211,533 

7,795 

5  Baltimore 

99,953 

5,579 

6  Durham 

184,527 

7,773 

7  Atlanta 

224,880 

9,392 

8  Bay  Pines 

337,811 

13,176 

9  Nashville 

186,779 

6,386 

10  Cincinnati 

133,592 

7,088 

1 1  Ann  Arbor 

156,100 

5,895 

1 2  Chicago 

148,186 

8,390 

15  Kansas  City 

153,763 

5,704 

16  Jackson 

343,040 

11,180 

17  Dallas 

182,163 

7,462 

18  Phoenix 

169,178 

5,541 

19  Denver 

105,801 

3,821 

20  Portland 

167,429 

7,340 

2 1  San  Francisco 

169,105 

7,137 

22  Long  Beach 

211,466 

8,608 

23  Minneapolis 

167,766 

7,325 

VHA  totals 

3,779,887 

155,739 

Note:  The  numbers  may  not  add  due  to  rc 

>unding. 
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FY  2003  VERA  allocation.  The  six  price  group  Basic  Care  and  four  price  group 
Complex  Care  allocation  method  ensures  that  the  differences  in  case-mix  are 
appropriately  resourced.  VERA  provides  each  VISN  an  allocation  that  recognizes 
its  individual  characteristics  and  its  appropriate  share  of  the  ten  price  groups. 
Workload  for  the  ten  price  groups  as  well  as  specific  formulas  and  back-up  data 
used  to  create  this  table  are  included  in  Appendix  1 . 

Setting  the  Price 

The  VERA  methodology  establishes  a  national  price  for  each  of  the  ten  price 
groups  by  dividing  the  total  dollars  available  in  each  of  the  groups  by  the 
workload  in  each  group.  The  total  dollars  available  in  the  ten  price  groups  is 
determined  by  taking  the  FY  2003  Medical  Care  budget  and  allocating  to  each  of 
the  ten  groups  based  on  the  ratio  of  each  group’s  actual  FY  2001  DSS  (Decision 
Support  System)  costs  to  total  cost  of  all  groups.  The  total  dollars  available  for  the 
Basic  and  Complex  Care  groups  in  FY  2003  is  $17.54  billion  after  removing  the 
allocation  for  the  top  1%  high-cost  patients.  Of  this  amount,  28.9%  is  available 
for  Complex  Care  ($5.06  billion)  and  71.1%  is  available  for  Basic  Care  ($12.48 
billion).  The  percent  of  the  Basic  Care  provided  to  the  six  Basic  Care  price  groups 
is  based  on  the  proportion  of  FY  2001  Basic  Care  actual  FY  2001  DSS  costs 
experienced  in  these  price  groups.  The  amount  provided  to  the  four  Complex  Care 
price  groups  is  based  on  the  proportion  of  FY  200 1  Complex  Care  actual  FY  200 1 
DSS  costs  experienced  in  these  price  groups. 

Figure  2  shows  the  FY  2003  VA  health  care  budget;  total  funding  for  the  six  Basic 
Care  and  four  Complex  Care  price  groups;  the  VERA  workload;  and  the  resultant 
national  prices  for  each  unit  of  workload  in  the  ten  groups. 

These  national  prices  for  the  ten  groups  are  multiplied  by  the  level  of  workload  for 
each  group  in  a  network  to  calculate  the  ten  price  group  allocations. 
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Fisure  2:  Establishing  VERA  National  Rices,  FY  2(X)3 

C- 


Total  VA  Healthcare  Budget  ($23.96) 

14%  Specific  Purpose  $3.4B 


86% 


61% 


24% 


7% 


high  Cost  Adjustment  for  Top  1% 

$1,395,135  (Basic  Care  $252,523  [18%^,  Complex  Ore  $1,142,612  [82%J 


8% 


Research  Education  Equipment  &  NRM 

$1,588,547 


Basic  Care 

Budget 

Workload 

National  Price 

(SOW.?) 

No.  of  Patients 

1.  Non- Reliant 

$116,547 

443,477 

$  263 

2.  Basic  Medcal 

$4,169,216 

1,727,650 

$2,413 

*  3.  Mental  Health 

$1,076,150 

302,092 

$3,562 

4.  Heart  &  Ling 

$2,910,016 

781,901 

$3,722  4 

5.  Oncology 

$889,650 

106,711 

$8,337 

6.  Multiple  Problem 

$3,317,072 

418,053 

$7,935 

Total 

$12,478,652(61%) 

3,779,887(96%) 

$3,301 

Comdex  Care 

Budget 

Workload 

National  Price 

($000s) 

Nln  d  Patients 

Budget/No.  of  Patients 

^>7.  Specialized  Care 

$926,779 

49,425 

$18,751 

8.  Snaportive  Care 

$1,706,614 

57,207 

$29,780 

9.  Chronic  Mental  lllness$1 ,037,31 1 

26,296 

$39,448 

10.  Critically  III 

$1,395,489 

22,811 

$61,117 

Total 

$5,063,194(24%) 

155,739(4%) 

$32,511 

18% 


82% 


2%  Research  Support  (!W00M)  2%  Education  Support  ($356\D 
2%  Equipment  ($578M)  1%  Non  Rearring  Miirtwance  (S255M) 


Network  allocations  for  the  six  Basic  Care  price  groups  and  the  four  Complex 
Care  price  groups  are  combined  into  the  Basic  Care  and  Complex  Care  allocations 
and  are  presented  in  Table  3.  Formulas  and  back-up  data  used  to  create  these 
allocations  are  included  in  Appendix  1. 
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Geographic  Price  Adjustment 


Fable  3:  Network  Basic  Care  and  Complex  Care  Allocations 

FY  2003 

($  in  millions) 


Network 

Basic  Care 

Workload 

Basic  Care 

Allocation 

Complex  Care  Complex  Care 
Workload  Allocation 

1  Boston 

168,178 

$583 

6,930 

$235 

2  Albany 

102,723 

$334 

5,054 

$156 

3  Bronx 

155,915 

$532 

8,164 

$255 

4  Pittsburgh 

211,533 

$666 

7,795 

$277 

5  Baltimore 

99,953 

$325 

5,579 

$178 

6  Durham 

184,527 

$613 

7,773 

$262 

7  Atlanta 

224,880 

$726 

9,392 

$290 

8  Bay  Pines 

337,811 

$1,163 

13,176 

$405 

9  Nashville 

186,779 

$623 

6,386 

$211 

10  Cincinnati 

133,592 

$437 

7,088 

$232 

1 1  Ann  Arbor 

156,100 

$523 

5,895 

$195 

12  Chicago 

148,186 

$502 

8,390 

$286 

15  Kansas  City 

153,763 

$515 

5,704 

$180 

16  Jackson 

343,040 

$1,138 

11,180 

$360 

17  Dallas 

182,163 

$577 

7,462 

$259 

18  Phoenix 

169,178 

$560 

5,541 

$173 

19  Denver 

105,801 

$344 

3,821 

$119 

20  Portland 

167,429 

$535 

7,340 

$234 

21  San  Francisco 

169,105 

$552 

7,137 

$231 

22  Long  Beach 

211,466 

$692 

8,608 

$279 

23  Minneapolis 

167,766 

$539 

7,325 

$248 

VHA  totals 

3,779,887 

$12,479 

155,739 

$5,063 

Basic  Care  workload  and  allocations  are  the  sum  of  Basic  Care  price  groups  1-6.  Complex 
Care  workload  and  allocations  are  the  sum  of  Complex  Care  price  groups  7-10.  This  chart 
does  not  include  the  allocations  for  High  Cost  Patients. 

Note:  The  numbers  may  not  add  due  to  rounding. 


VERA  Ten  Price  Case-mix 

VERA  ten  price  case-mix  is  established  in  VERA  with  the  ten  price  groups.  Case- 
mix  can  be  measured  by  the  ratio  between  the  network’s  current  Basic  Care  and 
Complex  Care  allocations  and  a  single  price.  This  measurement  depicts  the  case- 
mix  that  is  already  built  into  the  VERA  allocations  due  to  network  differences  in 
workload  and  separate  prices  for  the  six  Basic  Care  and  four  Complex  Care  groups 
of  patients.  The  case-mix  at  the  VHA  national  level  is  1 .0  and  each  network’s 
case-mix  is  shown  in  Table  4.  The  table  displays  that  there  are  variances  in  case- 
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mix  among  networks.  For  example,  Network  3, 

Bronx,  has  a  VERA  case-mix  of  1.19  which  is 
1 9%  above  the  national  average,  and  Network 
18,  Phoenix,  has  a  VERA  case-mix  of  .91, 
which  is  9%  below  the  national  average. 

Network  total  workload  can  be  multiplied  by  its 
case-mix  index  and  a  single  national  price  to 
calculate  the  network’s  total  allocations  for  the 
Basic  Care  and  Complex  Care  workload 
components  of  VERA.  VHA  is  currently 
studying  other  case-mix  measures,  such  as 
Diagnostic  Cost  Groups,  that  may  improve  the 
risk-adjustment  of  the  VERA  methodology. 

Formulas  and  back-up  data  used  to  create  the 
VERA  ten  price  case-mix  are  included  in 
Appendix  1. 

Adjustment  of  the  National  Prices 

It  is  recognized  that  some  factors  affecting  the 
cost  of  a  patient’s  care  vary  by  geographic 
region  of  the  country  and  cannot  be  controlled 
by  VA  management.  VA  considered  a  number 
of  adjustments  to  the  national  price  that  were 
outside  the  network’s  ability  to  manage.  These  included  such  things  as:  age  of 
patients,  cost  of  labor,  fuel  and  utilities  costs,  grounds  management,  fire 
departments,  contract  services,  pharmaceuticals  and  beneficiary  travel.  However, 
after  careful  analysis  and  review,  it  was  determined  that  only  one  adjustment  was 
appropriate.  This  was  called  the  geographic  price  adjustment. 


Table  4:  VERA  Ten  Price 
Group  Case-Mix 

Network 

Case-Mix 

1  Boston 

1.07 

2  Albany 

1.02 

3  Bronx 

1.19 

4  Pittsburgh 

0.96 

5  Baltimore 

1.09 

6  Durham 

1.02 

7  Atlanta 

0.97 

8  Bay  Pines 

0.98 

9  Nashville 

0.94 

10  Cincinnati 

1.06 

1 1  Ann  Arbor 

1.01 

12  Chicago 

1.16 

15  Kansas  City 

0.95 

16  Jackson 

0.93 

17  Dallas 

0.98 

1 8  Phoenix 

0.91 

19  Denver 

0.93 

20  Portland 

0.98 

21  San  Francisco 

1.03 

22  Long  Beach 

1.01 

23  Minneapolis 

0.99 

VHA  totals 

1.00 

Geographic  Price  Adjustment 

VA  determined  the  most  significant  factor  that  is  uncontrollable  at  the  network 
level  is  the  cost  of  labor.  VA  labor  costs  account  for  about  65%  of  the  total  Basic 
and  Complex  Care  funding.  Salary  costs  continue  to  vary  across  the  country  due 
to  geographic  differences  in  labor  costs.  Generally,  the  costs  tend  to  be  higher  in 
the  northeast,  the  West  Coast  and  large  urban  areas,  and  lower  in  rural,  southern 
and  mid-western  areas.  To  account  for  the  variations  in  the  cost  of  labor  in 
different  parts  of  the  country,  network  allocations  are  adjusted  according  to  the 
cost  of  wages.  This  geographic  price  (labor)  adjustment  has  been  based  on  actual 
labor  costs  paid  by  VA  facilities  as  they  compare  to  a  national  average  salary.  The 
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purpose  of  the  adjustment  is  to  "level  the  playing  field"  and  equalize  the  effect  of 
salary  differences  among  networks. 

VA  considered  several  approaches  to  calculating  the  labor  index,  including  that 
used  by  the  Centers  for  Medicare  and  Medicaid  Services  (CMS).  However,  the 
CMS  data  had  several  limitations  when  applied  to  VA.  These  limitations  included 
the  lack  of  inclusion  of  physician  salaries  and  the  cost  of  outpatient  care.  As  a 
result,  for  the  FY  1997,  FY  1998  and  FY  1999  network  allocations,  VA  decided  to 
use  a  VA-specific  index,  computing  differences  in  average  salary  determined  at 
the  payroll  personal  services  sub-account  level.  The  sub-accounts  were  used  to 
make  the  index  as  specific  as  possible  for  different  classes  of  VA  employees.  For 
example,  average  salaries  for  registered  nurses  (RNs)  at  the  network  were 
compared  to  the  RN  national  average  salary;  network  clerical  salaries  were 
compared  to  the  national  VA  average  clerical  salary,  etc.  The  labor  index 
included  93%  of  total  systemwide  salary  dollars  in  its  calculation. 

For  the  FY  1999  network  allocations,  the  geographic  price  (labor)  adjustment  was 
changed  to  use  the  most  recent  and  accurate  data  available  to  properly  reflect  the 
considerable  efforts  of  networks  to  manage  their  manpower  expenditures.  To  that 
end,  the  labor  index  in  the  FY  1999  VERA  model  was  based  on  the  most  recent 
four  pay-periods  during  FY  1998.  This  was  used  in  place  of  the  cumulative  actual 
year-end  FY  1997  personal  services  data  because  it  more  accurately  reflected 
current  staffing  levels  and  costs  among  the  networks.  Also  in  FY  1999,  the 
geographic  price  index  did  not  include  the  effect  of  holiday,  standby,  and  overtime 
pay  that  reflects  more  truly  the  networks'  controllable  payroll.  For  the  FY  2000 
network  allocations  the  geographic  salary  adjustment  was  changed  to  adopt  the 
labor  index  methodology  recommended  by  PricewaterhouseCoopers  LLP  in  the 
Veterans  Equitable  Resource  Allocation  Assessment  Final  Report.  This 
methodology  differs  from  the  previous  methodology  in  that  it  uses  a  national 
market  basket  approach  in  the  formula  to  create  the  index,  instead  of  network  level 
staffing  patterns.  By  using  national  data,  the  index  formula  does  not  intermingle 
staffing  differences  with  salary  variables.  Therefore,  the  index  is  generated  based 
upon  the  specific  differences  in  labor  cost. 

For  FY  2001,  the  workload  factor  for  computing  the  labor  index  was  changed  to 
weight  Complex  Care  workload  consistent  with  recent  costs.  This  change 
accounts  for  the  more  intense  and  expensive  staffing  level  required  for  Complex 
Care  patients.  It  weights  Complex  Care  patients  approximately  10  times  more 
heavily  than  Basic  Vested  Care  patients  in  the  application  of  the  geographic  price 
adjustment. 
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Table  5:  Geographic  Price 
Adjustment 

(S  in  millions) 


Prior  to  FY  2002,  only  salary  costs  were  included  in  computing  the  geographic 
price  adjustment.  However,  the  FY  2002  VERA  methodology  was  modified  to 
include  additional  network  expenses  that  are  affected  by  local  cost  of  living 
factors.  For  example,  network-level 
procurements  for  contracted  labor  and 
certain  non-labor  contracted  goods  (such  as 
energy-related  products,  utilities  and 
provisions)  can  vary  due  to  local  cost  of 
living  factors.  To  ensure  that  network 
allocations  reflect  these  regional  cost 
variances,  expenditures  for  these  goods  and 
services  are  now  subject  to  a  geographic 
adjustment.  This  modification  accounts  for 
expenses  caused  by  geographic  cost  factors 
that  are  beyond  a  network’s  immediate 
control. 

Table  5  shows  how  much  the  network 
allocations  under  the  Basic  and  Complex 
Care  groups  are  adjusted  by  the  geographic 
price  (labor  index)  adjustment.  Specific 
formulas  and  back-up  data  used  to  create 
this  table  are  included  in  Appendix  1 . 

Figure  3  on  page  15  shows  for  FY  2003  the 
actual  VHA  labor  index  by  network  in  terms 
of  the  percentage  impact  on  the  annual 
network  allocation. 


Network 

Labor 

Index 

Adjustment  to 
Allocations 

1  Boston 

1.031 

$21 

2  Albany 

0.977 

-$9 

3  Bronx 

1.091 

$58 

4  Pittsburgh 

0.989 

-$7 

5  Baltimore 

1.029 

$13 

6  Durham 

0.973 

-$18 

7  Atlanta 

0.976 

$19 

8  Bay  Pines 

0.945 

-$66 

9  Nashville 

0.965 

-$22 

10  Cincinnati 

0.994 

-$3 

1 1  Ann  Arbor 

0.997 

-$1 

12  Chicago 

1.028 

$18 

15  Kansas  City 

0.967 

-$17 

16  Jackson 

0.986 

-$15 

17  Dallas 

0.968 

-$20 

18  Phoenix 

0.964 

-$20 

19  Denver 

0.988 

-$4 

20  Portland 

1.004 

$3 

21  San  Francisco 

1.123 

$79 

22  Long  Beach 

1.043 

$35 

23  Minneapolis 

0.988 

-$6 

VHA  totals 

1.000 

$0 

Note:  The  numbers  may  not  add  due  to  rounding. 
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Figure  3:  FY  2003  VERA  Geographic  Price 
Adjustment 

H  Percent  Difference  from  National  Average  Labor  Index 
■  Percent  of  Allocation  Adjusted 
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2  Albany 
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10  Cincinnati 

1 1  Ann  Arbor 
12  Chicago 

1 5  Kansas  City 
16  Jackson 
17  Dallas 

18  Phoenix 

19  Denver 
20  Portland 

21  San  Francisco 
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23  Minneapolis 


13.1 


|  2.0 


(2.3) 

(16) 


(1.1)  E 
(0.7)  | 


I  2.9 


I  2.0 


(2.7)  m 
(18)  | 

(2.4) 
(16) 


(5.5)  | 


(4.0)  | 
(3.5)  | 


(2.4)  | 


(0.6)  0 
(0.3)  ■ 

(0.3)  a 
(0.1)  | 


|  2.8 


1.8 


(3.3)  | 


(2.3)  | 


(1.4)  ^^33 

(0.9)  m 


(3.2)  | 


(2.2)  | 


(3.6)  | 


(2.5)  | 


0.2)  trrm 
(0.8)  ■ 


□  0.4 
■  0.4 


I  9.1 


I  4.3 


|  2.9 


(1.2) 

(0.7)  ■ 


12.3 


-10  -5  0  5  10  15 

Percent  Difference  --  Labor  Index  (1 .0=0) 


Research  Support 

VA’s  Medical  Care  appropriation  funds  a  variety  of  activities  that  support  its 
research  mission.  Research  support  is  not  included  in  the  Basic  and  Complex  Care 
allocation  because  the  costs  of  research  support  are  not  directly  related  to  patient 
workload.  VA,  however,  designed  all  elements  in  the  VERA  system  to  allocate 
resources  on  the  basis  of  workload.  The  total  dollars  of  funded  research  was 
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selected  as  the  appropriate  workload  indicator  for  allocating  research  support 
funds.  For  FY  2003,  $400  million  will  be  allocated  for  research  support.  This 
amount  is  based  on  the  estimates  for  Medical  Care  support  to  research  as 
submitted  in  the  President’s  FY  2003  Medical  Programs  Budget  Request.  Prior  to 
FY  2000,  this  element  simply  allocated  the  national  funding  level  for  research 
support  to  the  networks.  The  actual  level  of  support  expenditures  was  determined 
by  network  management  in  the  context  of  network-wide  operations.  In  FY  2000, 
networks  passed  through  the  research  support  allocation  as  it  is  computed  for  each 
Medical  Center  “Care  Line”  or  “Product  Line.”  Each  Medical  Center,  Care  Line, 
or  Product  Line  explicitly  accounted  for,  and  obligated,  research  support  funds  to 
support  the  salaries  of  clinician-researchers,  and  research  facilities  and 
administrative  costs.  Also  during  FY  2000,  VA  established  a  VERA  Research 
Accounting  Team  to  develop  a  methodology  to  more  accurately  account  for  the 
salaries  of  clinician-researchers  and  other  medical  care  funds  spent  in  support  of 
research. 

For  FY  2001  and  FY  2002,  VA  continued  the  pass-through  of  VERA  research 
support  allocations  directly  to  each  Medical  Center,  Care  Line,  or  Product  Line  to 
support  the  salaries  of  clinician-researchers,  and  research  facilities  and 
administrative  costs.  During  FY  2001,  VA  conducted  a  Beta  Test  of  the  new 
research  support  accounting  methodology  at  selected  facilities.  As  a  result  of  this 
Beta  Test,  the  new  research  support  accounting  methodology  was  instituted  at  all 
VA  facilities  and  applied  retroactively  to  FY  2000  and  FY  2001  data.  VA  also 
took  action  to  begin  integrating  this  new  accounting  methodology  into  DSS  during 
FY  2002. 

Since  FY  1999,  the  workload  allocation  factor  for  the  distribution  of  the  VERA 
research  support  dollars  has  been  to  weight  VA-administered  research  at  100%; 
non-VA  funded,  non-VA  administered,  peer  reviewed  research  at  75%;  and  other 
non-VA  funded,  non-VA  administered,  non-peer  reviewed  research  at  25%.  VA- 
administered  research  expenditures  can  be  reliably  audited  for  accuracy  because 
either  the  VA’s  own  acquisition  and  fiscal  offices  or  the  non-profit  Medical  Center 
Research  corporations  are  used.  Non-VA  administered  research  expenditures  are 
self-reported  and  rely  on  that  data  for  accuracy.  By  weighting  VA-administered 
research  at  100%  and  discounting  non-VA  administered  research,  there  is  an 
incentive  to  encourage  VA  administered  research.  Table  6  displays  the  FY  2003 
network  allocations  for  the  research  support  component.  Specific  formulas  and 
back-up  data  used  to  create  the  research  support  allocations  are  included  in 
Appendix  1. 

Research  support  from  the  Medical  Care  budget  includes  personal  services  costs 
for  individuals  on  the  Medical  Care  rolls  who  spend  a  portion  of  their  VA  time 
working  on  research  projects.  Additionally,  administrative  support  provided  to  the 
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Table  6:  Research  Support  Allocation 

(S  in  millions) 


Research  Program  by  Fiscal, 

Engineering,  Acquisition  and 
Materiel  Management,  etc.,  are 
reported  as  research  support. 

Research  support  also  includes 
support  for  all  aspects  of  the 
program,  including  projects 
funded  from  VA’s  Research 
appropriation,  through 
extramural  grants,  through  the 
General  Post  Fund  or,  in  some 
cases,  through  non-profit 
Medical  Center  Research 
Corporations.  The  total 
research  funding  that  is  used  as 
the  basis  for  prorating  the 
research  support  funds  does  not 
include  animal  research  or 
administrative  costs.  Table  6 
shows  that  the  total  funded 
Research  reported  in  FY  2001 
was  $882  million.  After 
applying  the  weights  for  the 
FY  2001  VA  and  non-VA 
research  expenditures,  the 
weighted  amount  of  reported  funded  research  is  adjusted  to  $740  million. 


Network 

FY  2001 

Funded 

Research 

Reported 

FY  2001  Funded 

Research 
Reported  and 
Weighted* 

FY  2003 

Research 

Support 

Allocation 

1  Boston 

$69 

$61 

$33 

2  Albany 

$9 

$8 

$4 

3  Bronx 

$26 

$21 

$12 

4  Pittsburgh 

$34 

$28 

$15 

5  Baltimore 

$43 

$35 

$19 

6  Durham 

$26 

$24 

$13 

7  Atlanta 

$39 

$34 

$19 

8  Bay  Pines 

$33 

$24 

$13 

9  Nashville 

$31 

$26 

$14 

10  Cincinnati 

$30 

$25 

$13 

1 1  Ann  Arbor 

$40 

$32 

$17 

1 2  Chicago 

$48 

$40 

$21 

15  Kansas  City 

$10 

$8 

$5 

16  Jackson 

$47 

$37 

$20 

17  Dallas 

$37 

$29 

$16 

1 8  Phoenix 

$18 

$17 

$9 

1 9  Denver 

$16 

$14 

$8 

20  Portland 

$50 

$42 

$23 

2 1  San  Francisco 

$109 

$94 

$51 

22  Long  Beach 

$108 

$93 

$50 

23  Minneapolis 

$58 

$47 

$25 

VHA  totals 

$882 

$740 

$400 

Note:  The  numbers  may 

not  add  due  to 

rounding. 

*  Weights  are  based  on  the  type  of  research  activity:  100%  for  research  which 
is  administered  by  the  VA;  75%  for  research  which  is  peer  reviewed  but  not  VA 
administered;  25%  for  research  which  is  not  peer  reviewed. 


Education  Support 

Similar  to  research,  VA’s  Medical  Care  appropriation  funds  a  variety  of  activities 
supporting  its  education  mission.  Education  support  is  not  included  in  the  Basic 
and  Complex  Care  rates  because  the  costs  of  education  support  are  not  consistent 
across  all  networks.  Because  VA  designed  all  components  of  VERA  to  allocate 
resources  on  the  basis  of  workload,  the  total  number  of  residents  was  selected  as 
the  appropriate  workload  indicator  for  allocating  education  support  funds  to  each 
network.  A  VERA  education  workgroup  reviewed  the  education  support 
allocation  component  methodology  and  concluded  that  the  allocation  should 
continue  to  be  based  on  a  national  price  per  medical  resident  and  the  total  number 
of  residents  in  a  network.  The  workgroup  reached  this  conclusion  because  there  is 
a  strong  statistical  correlation  between  the  number  of  medical  residents  and  the 
reported  educational  support  expenditures.  Moreover,  its  analysis  showed  that 
there  is  also  a  strong  statistical  correlation  between  the  number  of  medical  resident 
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positions  and  the  number  of  individual  associated  health  trainees.  These  findings 
strongly  support  the  case  of  medical  resident  positions  as  the  basis  for  the 
allocation  of  education  support  funds  to  the  networks. 


As  shown  in  Table  7,  $356  million  is 
allocated  for  education  support  in 
FY  2003.  This  figure  is  based  on  the 
reported  amounts  of  expenditures  for 
Medical  Care  support  to  education  as 
estimated  in  the  President's  FY  2003 
Medical  Programs  Budget  Request. 

Education  support  dollars  are  computed 
by  determining  each  network’s  portion 
of  VA  residents,  compared  to  the 
national  resident  allocation  for  academic 
year  2002-2003.  This  equates  to  an 
education  support  allocation  of  $40,469 
for  each  resident.  It  is  important  to  note 
that  this  element  simply  allocates  the 
national  funding  level  for  education 
support  to  the  networks,  and  that  the 
actual  level  of  support  expenditures  will 
be  determined  by  network  management 
in  the  context  of  network-wide 
operations.  Specific  formulas  and  back¬ 
up  data  used  to  create  the  education 
support  allocations  are  included  in  Appei 


Table  7:  Education  Support  Allocation 


CS  in  millions) 


Network 

Number  of 

Residents 

Allocation 

1  Boston 

514 

$21 

2  Albany 

240 

$10 

3  Bronx 

602 

$24 

4  Pittsburgh 

322 

$13 

5  Baltimore 

248 

$10 

6  Durham 

369 

$15 

7  Atlanta 

442 

$18 

8  Bay  Pines 

564 

$23 

9  Nashville 

545 

$22 

10  Cincinnati 

260 

$11 

1 1  Ann  Arbor 

317 

$13 

12  Chicago 

652 

$26 

15  Kansas  City 

331 

$13 

16  Jackson 

680 

$28 

17  Dallas 

338 

$14 

18  Phoenix 

312 

$13 

19  Denver 

235 

$9 

20  Portland 

278 

$11 

21  San  Francisco 

405 

$16 

22  Long  Beach 

736 

$30 

23  Minneapolis 

399 

$16 

VHA  totals 

8,787 

$356 

Note:  The  numbers  may  not  add  due  to  rounding. 


1. 


Equipment 

Equipment  is  also  included  as  a  separate  element.  For  the  first  few  years  of  VERA 
implementation,  VA  recognized  that  equipment  funding  ultimately  might  be 
moved  into  the  Basic  and  Complex  Care  elements  of  the  VERA  system. 

However,  as  a  transitional  step  in  the  FY  1997  and  FY  1998  network  allocations, 
VA  distributed  equipment  funding  to  networks  based  on  the  following  formula: 
50%  on  the  basis  of  clinical  complexity,  25%  on  patient  workload,  and  25%  on  the 
distribution  of  existing  equipment.  Beginning  with  the  FY  1999  network 
allocations,  the  equipment  component  of  VERA  was  changed  to  recognize  the 
need  to  fund  patients,  not  facilities,  and  to  gradually  phase  equipment  into  the 
VERA  Basic  and  Complex  Care  elements.  The  equipment  element  of  the  model 
was  revised  to  use  the  Basic  and  Complex  Care  workload  for  each  network  as  the 
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Table  8:  Equipment  Allocation 

(S  in  millions) 


distribution  factor.  This  element  change  was 
phased  in  over  a  two-year  period  to  lessen  the 
impact  for  those  networks  that  would  lose 
funds  under  this  methodology.  In  FY  1999, 
50%  of  the  difference  between  the  previous 
equipment  methodology  and  the  revised 
method  was  used  to  allocate  equipment  funds 
to  networks.  Beginning  in  FY  2000,  the 
equipment  allocation  is  based  totally  on 
patient  workload.  The  total  amount  of 
equipment  funding  to  be  distributed  to 
networks  in  FY  2003  is  $578  million.  Table  8 
shows  the  equipment  allocation  to  each 
network.  Specific  formulas  and  back-up  data 
used  to  create  the  equipment  allocations  are 
included  in  Appendix  1 . 


Non-Recurring  Maintenance  (NRM) 

In  FY  1997  and  FY  1998,  network  allocations 
of  non-recurring  maintenance  required  a 
separate  adjustment  to  permit  a  smooth 
transition  for  funds  to  become  fully  patient-modeled  and  to  allow  flexibility  in 
administering  these  funds.  As  with  equipment,  NRM  was  a  separate  element  for 
several  reasons.  There  is  disparity  among  facilities  in  terms  of  NRM  needs  based 
on  the  cost  of  construction  in  each  network,  the  square  footage  of  buildings,  and 
the  number  and  age  of  buildings. 


Network 

Allocation 

1  Boston 

$26 

2  Albany 

$16 

3  Bronx 

$24 

4  Pittsburgh 

$32 

5  Baltimore 

$15 

6  Durham 

$28 

7  Atlanta 

$34 

8  Bay  Pines 

$52 

9  Nashville 

$28 

10  Cincinnati 

$21 

1 1  Ann  Arbor 

$24 

12  Chicago 

$23 

15  Kansas  City 

$23 

16  Jackson 

$52 

17  Dallas 

$28 

1 8  Phoenix 

$26 

1 9  Denver 

$16 

20  Portland 

$26 

21  San  Francisco 

$26 

22  Long  Beach 

$32 

23  Minneapolis 

$26 

VHA  Total 

$578 

Note:  The  numbers  may  not  add  due  to  rounding. 

The  workload  indicators  that  were  chosen  as  the  basis  for  allocating  NRM  funds  in 
FY  1997  and  FY  1998  were  the  cost  of  construction  adjusted  for  square  footage 
and  age  of  buildings  in  the  network,  and  patient  care  workload.  It  was  anticipated 
that  initially  a  network’s  adjusted  cost  of  construction  would  be  used  to  allocate 
more  of  the  funds,  while  later  the  majority  of  funds  would  be  allocated  based  on 
patient  care  workload.  For  FY  1997  and  FY  1998,  90%  of  the  NRM  dollars  were 
allocated  based  on  an  index-adjusted  cost  of  construction  and  10%  based  on 
patient  care  workload.  In  the  FY  1999  network  allocations,  the  NRM  component 
of  VERA  was  changed  to  fund  patients,  not  facilities,  and  was  adjusted  for 
differences  in  regional  construction  costs.  This  element  change  was  phased  in 
over  a  three-year  period  in  equal  increments  to  lessen  the  impact  for  those 
networks  that  will  lose  funds  under  this  methodology.  This  was  accomplished  by: 
(1)  using  100%  of  the  patient  care  workload  for  each  network  and  adjusting  for  the 
cost  of  construction  using  the  Boeckh  Index;  and  (2)  adding  33%  of  the  difference 
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between  the  previous  NRM  methodology  and 
the  revised  method  in  FY  1999,  66%  in 
FY  2000  and  100%  in  FY  2001.  FY  2001 
completed  the  three-year  phase-in  of  NRM 
being  fully  based  on  patient  care  workload  and 
the  cost  of  construction  using  the  Boeckh 
Index.  For  FY  2003,  VA  will  allocate  $255 
million  in  NRM  funds.  Table  9  depicts  the 
NRM  allocation  for  each  network.  Appendix  1 
includes  specific  formulas  and  back-up  data 
used  to  create  the  non-recurring  maintenance 
allocations. 


Adjustment  for  Top  1%  High  Cost  Patients 

In  FY  2003,  VHA  established  a  1%  high  cost 
threshold  that  recognizes  the  impact  on 
networks  with  patients  whose  annual  costs 
exceed  a  threshold  of  $70,000.  Networks  will 
receive  an  additional  allocation  for  patients 
whose  cost  exceeds  the  $70,000  threshold.  For 
example,  transplant  patients  are  now  included 
in  the  VERA- 10  Critically  Ill  price  group,  i.e., 
the  highest  price  group  at  $6 1 , 1 1 7.  Any 

network  with  transplant  patient  costs  above  the  newly  established  1%  high  cost 
threshold  will  receive  an  additional  allocation  equal  to  the  amount  of  actual  cost 
above  $70,000.  Therefore,  a  network  will  receive  the  VERA- 10  Critically  Ill  price 
group  allocation  of  $61,1 17  plus  the  full  cost  that  exceeds  the  $70,000  threshold. 

In  the  case  of  a  $125,000  transplant  patient,  a  network  will  receive  an  allocation  of 
$61,117,  plus  $55,000.  Appendix  1  includes  the  data  on  network  Basic  and 
Complex  Care  patients  receiving  high  cost  payments  and  corresponding 
allocations  in  each  of  the  10  Price  Groups. 


Table  9:  Non-Recurring 

Maintenance 

Allocation 

(S  in  millions) 

Network 

Allocation 

1  Boston 

$13 

2  Albany 

$8 

3  Bronx 

$16 

4  Pittsburgh 

$16 

5  Baltimore 

$7 

6  Durham 

$9 

7  Atlanta 

$12 

8  Bay  Pines 

$19 

9  Nashville 

$11 

10  Cincinnati 

$10 

1 1  Ann  Arbor 

$12 

1 2  Chicago 

$12 

15  Kansas  City 

$11 

16  Jackson 

$18 

17  Dallas 

$10 

1 8  Phoenix 

$10 

19  Denver 

$6 

20  Portland 

$13 

21  San  Francisco 

$15 

22  Long  Beach 

$17 

23  Minneapolis 

$11 

VHA  Total 

$255 

Note:  The  numbers  may  not  add  due  to 

|  rounding. 

_ 

Minimum  and  Maximum  Caps  on  FY  2003  Allocation  Increases 

This  element  provides  that  networks  will  receive  a  minimum  five  percent 
allocation  increase  above  the  final  amount  received  in  FY  2002  (includes:  initial 
FY  2002  allocation,  an  additional  $162  million  from  Specific  Purpose  Funds,  $6.8 
million  World  Trade  Center  Funding  adjustment  to  Network  3,  $142  million 
supplemental  appropriation  funding,  and  $82.4  million  from  the  National  Reserve 
Fund,  which  includes  $17.4  million  for  Network  l’s  operational  shortfall).  In 
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order  to  pay  for  the  increases  so  that  any  network  that  would  be  receiving  less  than 
a  five  percent  increase  above  the  final  amount  received  in  FY  2002  would  be 
increased  to  five  percent,  VA  has  instituted  a  ceiling  on  fast-growing  networks. 
Funding  increases  for  all  the  networks  will  be  capped  at  12.6  percent  over  the  final 
amount  received  in  FY  2002.  This  high  cap  is  expected  to  discourage  unmanaged 
workload  growth.  Appendix  1  and  Section  II,  VERA  Results,  display  the  data  and 
impact  on  networks  due  to  the  minimum  and  maximum  caps  on  the  FY  2003 
allocation  increases. 


Specific  Purpose  Funds 

Figure  4  reflects  the  Specific  Purpose  funding  components. 


VERA  also  contributes  to  the  goal  of  decentralizing  day-to-day  management  of 
the  system  to  the  networks  by  transitioning  from  Specific  Purpose  to  General 
Purpose  funding.  Under  the  previous  RPM  allocation  model,  a  substantial  portion 
of  funding  (21%)  was  controlled  through  VA  Headquarters  committees  -  i.e., 
those  funds  were  not  allocated  through  the  model.  To  provide  greater  budget 
flexibility  to  networks,  a  higher  proportion  of  funds  have  been  shifted  into  the 
VERA  model  (funds  distributed  at  the  beginning  of  the  fiscal  year  to  the  field 
based  on  projected  workload).  This  shift  from  Specific  Purpose  to  General 
Purpose  was  based  on  an  examination  of  all  Specific  Purpose  activities.  That 
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examination  concluded  that  activities  should  be  funded  from  Specific  Purpose 
resources  only  if  they  meet  at  least  one  of  the  following  three  criteria: 

1 .  Efficiency.  There  is  a  demonstrable  savings  with  central  management  (e.g., 
leverage  of  buying  power  through  national  contracts). 

2.  Legal  or  programmatic  requirements.  There  is  a  specific  statutory 
requirement  that  limits  VA’s  ability  to  decentralize  the  program  or 
function. 

3.  National  support.  The  item  is  judged  to  be  essential  for  the  corporate 
management  of  VA  and  is  something  that  would  be  outside  of  the  scope  of 
network  operations. 

After  applying  these  criteria,  it  was  determined  that  Specific  Purpose  funding 
should  be  reduced  by  42%  (from  $3.52  billion  to  $2.06  billion),  with  the  $1.46 
billion  difference  going  into  the  VERA  model  funding  for  FY  1997.  As  a  result, 
about  88%  of  the  FY  1997  Medical  Care  budget  was  distributed  through  the 
VERA  components  and  only  12%  allocated  to  the  field  through  Specific  Purpose 
allocation.  Some  of  the  programs  that  were  shifted  to  the  model  were:  equipment, 
community  nursing  homes,  non-recurring  maintenance,  tuition  support,  permanent 
change  of  station  (moving  expenses)  and  terminal  leave.  In  FY  1998,  VA 
continued  to  move  funding  from  Specific  Purpose  to  General  Purpose.  The 
FY  1998  allocations  showed  a  slight  increase  in  General  Purpose  funding  and  a 
slight  decrease  in  Specific  Purpose  dollars  -  89%  ($15.2  billion)  of  the  FY  1998 
Medical  Care  budget  was  distributed  through  the  VERA  components,  and  only 
1 1%  ($1.9  billion)  allocated  to  the  field  through  Specific  Purpose  allocations.  The 
amount  distributed  through  VERA  components  in  FY  1999  was  89%  ($15.3 
billion)  and  1 1%  ($2.0  billion)  was  managed  as  Specific  Purpose  funding.  A 
field-based  workgroup  further  reviewed  the  Specific  Purpose  activities  in 
preparation  for  the  FY  2000  allocation.  As  a  result,  the  amount  distributed 
through  General  Purpose  funding  in  FY  2000  was  89%  ($16.8  billion)  and  1 1% 
($2. 1  billion)  was  managed  as  Specific  Purpose  funding.  The  Under  Secretary  for 
Health  decided  to  centralize  funding  for  prosthetics  for  FY  2001.  As  a  result  of 
this  decision,  $205  million  moved  from  General  Purpose  funding  to  Specific 
Purpose  funding.  With  this  decision  and  other  actions  from  the  Specific  Purpose 
workgroup,  the  amount  distributed  through  General  Purpose  funding  in  FY  2001 
was  88%  ($17.75  billion)  and  12%  ($2.54  billion)  was  managed  as  Specific 
Purpose  funding.  The  field-based  workgroup  again  reviewed  the  Specific  Purpose 
funding  for  FY  2002.  The  amount  distributed  through  General  Purpose  funding  in 
FY  2002  was  87%  ($18.70  billion)  and  13%  ($2.74  billion)  was  managed  as 
Specific  Purpose  funding  in  FY  2002.  The  field-based  workgroup  continued  to 
review  the  Specific  Purpose  activities  for  the  FY  2003  allocations.  The  amount 
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distributed  through  General  Purpose  funding  in  FY  2003  will  be  86%  ($20.53 
billion)  and  14%  ($3.37  billion)  will  be  managed  as  Specific  Purpose  funding. 
Over  60%  of  these  Specific  Purpose  funds  are  for  the  following  programs: 
prosthetics,  state  homes  and  homeless,  clinical  trainees,  and  CHAMPVA. 
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Section  II 
VERA  Results 


Table  10  summarizes  the  results  of  the  FY  2003  VERA  model  for  each  network. 
Appendix  1  includes  specific  formulas  and  back-up  data  used  to  create  these 
results. 


Table  10:  Results  of  VERA  Model  -  FY  2003 

i$>  in  millions) 


Basic  and  Complex 

Care  Workload  with  High  Cost 


Network 

Geographic  Price 
Adjustment* 

Patient 

Funding 

Research 

Support 

Education 

Support 

Equipment 

NRM 

5% 

Capping 

Total 

1  Boston 

$838 

$82 

$33 

$21 

$26 

$13 

$0 

$1,012 

2  Albany 

$481 

$38 

$4 

$10 

$16 

$8 

$0 

$556 

3  Bronx 

$845 

$152 

$12 

$24 

$24 

$16 

$38 

$1,112 

4  Pittsburgh 

$936 

$71 

$15 

$13 

$32 

$16 

-$6 

$1,077 

5  Baltimore 

$516 

$51 

$19 

$10 

$15 

$7 

$0 

$618 

6  Durham 

$858 

$67 

$13 

$15 

$28 

$9 

$0 

$991 

7  Atlanta 

$997 

$79 

$19 

$18 

$34 

$12 

$0 

$1,159 

8  Bay  Pines 

$1,502 

$80 

$13 

$23 

$52 

$19 

-$33 

$1,656 

9  Nashville 

$812 

$40 

$14 

$22 

$28 

$11 

$0 

$927 

10  Cincinnati 

$666 

$51 

$13 

$11 

$21 

$10 

$0 

$771 

1 1  Ann  Arbor 

$718 

$66 

$17 

$13 

$24 

$12 

$0 

$849 

1 2  Chicago 

$806 

$89 

$21 

$26 

$23 

$12 

$0 

$978 

15  Kansas  City 

$677 

$32 

$5 

$13 

$23 

$11 

$0 

$761 

16  Jackson 

$1,483 

$88 

$20 

$28 

$52 

$18 

-$1 

$1,689 

17  Dallas 

$816 

$54 

$16 

$14 

$28 

$10 

$0 

$937 

18  Phoenix 

$713 

$33 

$9 

$13 

$26 

$10 

$0 

$803 

1 9  Denver 

$459 

$30 

$8 

$9 

$16 

$6 

$0 

$528 

20  Portland 

$772 

$58 

$23 

$11 

$26 

$13 

$0 

$903 

21  San  Francisco 

$862 

$92 

$51 

$16 

$26 

$15 

$0 

$1,062 

22  Long  Beach 

$1,006 

$97 

$50 

$30 

$32 

$17 

-$12 

$1,220 

23  Minneapolis 

$781 

$45 

$25 

$16 

$26 

$11 

$13 

$918 

VHA  Total 

$17,542 

$1,395 

$400 

$356 

$578 

$255 

$0 

$20,526 

Note:  The  numbers  may  not  add  due  to  rounding. 

*This  includes  $15.3  billion  for  special  programs,  see  Appendix  1 . 


In  addition  to  moving  from  VERA-3  to  VERA- 10  price  groups  for  FY  2003,  VHA 
implemented  a  top  1%  High  Cost  Patient  payment  and  low/high  funding  caps  for 
all  networks. 


VA’s  implementation  in  FY  2003  of  a  low  cap  and  a  high  cap  on  network 
allocation  increases  provides  that  all  networks  receive  a  minimum  5%  increase 
and  a  maximum  increase  of  12.6%  above  the  final  amount  received  in  FY  2002 
(includes  the  initial  FY  2002  VERA  allocation  with  the  VERA  adjustments  of 
$267.3  million  to  Networks  1,3,  12,  and  23,  an  additional  $162  million  from 
Specific  Purpose  Funds,  $6.8  million  World  Trade  Center  Funding  adjustment  to 
Network  3,  $142  million  supplemental  appropriation  funding,  and  $82  million 
from  the  National  Reserve  Fund,  which  includes  $17.4  million  for  Network  l’s 
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operational  shortfall).  As  a  result,  it  is  expected  there  will  be  no  VERA 
adjustment  or  supplemental  allocation  provided  in  FY  2003.  This  is  in  contrast  to 
the  VERA  supplemental  funding  adjustments  that  were  provided  to  certain 
networks  from  FY  1999  to  FY  2002,  as  described  in  Appendix  3.  Table  10  shows 
the  results  of  the  5%  low  cap  and  12.6%  high  cap  on  networks’  FY  2003  funding 
allocations. 

Table  1 1  shows  the  impact  of  the  VERA  allocation  on  network  budgets  from 
FY  2002  to  FY  2003.  Specific  formulas  and  back-up  data  used  to  create  this  table 
are  included  in  Appendix  1 . 


Table  11:  Changes  in  Network  Budgets  FY  2002  -  FY  2003 

($  in  millions) 

Network 

FY  2002  General 
Purpose 

FY  2003  General 
Purpose 

Increase 

%  Increase 

1  Boston 

$943 

$1,012 

$69 

7.31 

2  Albany 

$507 

$556 

$49 

9.66 

3  Bronx 

$1,059 

$1,112 

$53 

5.00 

4  Pittsburgh 

$956 

$1,077 

$121 

12.63 

5  Baltimore 

$576 

$618 

$42 

7.28 

6  Durham 

$882 

$991 

$109 

12.37 

7  Atlanta 

$1,072 

$1,159 

$87 

8.09 

8  Bay  Pines 

$1,470 

$1,656 

$186 

12.63 

9  Nashville 

$849 

$927 

$78 

9.21 

10  Cincinnati 

$698 

$771 

$74 

10.57 

1 1  Ann  Arbor 

$766 

$849 

$83 

10.82 

12  Chicago 

$899 

$978 

$79 

8.84 

15  Kansas  City 

$718 

$761 

$44 

6.09 

16  Jackson 

$1,499 

$1,689 

$189 

12.63 

17  Dallas 

$850 

$937 

$87 

10.19 

18  Phoenix 

$732 

$803 

$71 

9.77 

1 9  Denver 

$483 

$528 

$45 

9.36 

20  Portland 

$840 

$903 

$63 

7.46 

21  San  Francisco 

$948 

$1,062 

$114 

12.07 

22  Long  Beach 

$1,083 

$1,220 

$137 

12.63 

23  Minneapolis 

$874 

$918 

$44 

5.00 

VHA  Total 

$18,702 

$20,526 

$1,823 

9.75 

FY  2002  General  Purpose  includes  VERA  adjustment  for  four  networks  as  well  as  additional  funds  distributed 
in  February  and  August  2002. 

Note:  Numbers  may  not  add  due  to  rounding. 


Table  12  shows  the  results  of  the  VERA  model  without  the  5%  low  cap  and  12.6% 
high  cap. 
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Table  12:  FY 

2003  VERA  Outcome  without  5%  Low  Cap 

($  in  millions) 

Network 

FY  2002 

FY  2003  without 
5%  low  cap 

Percent  Change 

1  Boston 

$943 

$1,012 

7.3% 

2  Albany 

$507 

$556 

9.7% 

3  Bronx 

$1,059 

$1,073 

1.4% 

4  Pittsburgh 

$956 

$1,083 

13.3% 

5  Baltimore 

$576 

$618 

7.3% 

6  Durham 

$882 

$991 

12.4% 

7  Atlanta 

$1,072 

$1,159 

8.1% 

8  Bay  Pines 

$1,470 

$1,688 

14.8% 

9  Nashville 

$849 

$927 

9.2% 

10  Cincinnati 

$698 

$771 

10.6% 

1 1  Ann  Arbor 

$766 

$849 

10.8% 

1 2  Chicago 

$899 

$978 

8.8% 

15  Kansas  City 

$718 

$761 

6.1% 

16  Jackson 

$1,499 

$1,689 

12.7% 

17  Dallas 

$850 

$937 

10.2% 

1 8  Phoenix 

$732 

$803 

9.8% 

19  Denver 

$483 

$528 

9.4% 

20  Portland 

$840 

$903 

7.5% 

21  San  Francisco 

$948 

$1,062 

12.1% 

22  Long  Beach 

$1,083 

$1,232 

13.8% 

23  Minneapolis 

$874 

$904 

3.5% 

VHA  Total  $18,702 

$20,526 

9.7% 

Note:  Numbers  may  not  add  due  to  rounding. 

FY  2002  General  Purpose  includes  VERA  adjustment  for  four  networks  as  well  as 
additional  funds  distributed  in  February  and  August  2002. 


Figure  5  on  page  28  shows  the  FY  2003  average  price  per  patient  for  each  network 
under  the  impact  of  the  VERA  model  including  the  additional  allocation  for  the 
top  1%  high  cost  patients  and  the  low  and  high  capping  adjustment.  The  network 
average  price  is  calculated  by  dividing  each  network’s  total  VERA  funding  by 
each  network’s  total  workload  volume  (i.e.,  Basic  and  Complex  Care  workload  as 
shown  in  Table  2  on  page  8).  The  graph  displays  the  average  dollars  allocated  to 
each  network  for  Basic  Care,  Complex  Care,  top  1%  high  cost  patients, 
geographic  price  adjustment,  support  to  research  and  education,  equipment,  non¬ 
recurring  maintenance,  and  the  low  and  high  capping  adjustment. 

Variances  from  the  national  average  exist  because  VERA  allocates  funds  in  a 
manner  that  adjusts  for  differences  in  patient  mix  including  high  cost  patients, 
geographic  price  adjustment,  research  and  education  support  costs,  and  the 
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capping  adjustment.  Thus,  even  the  networks  with  the  lowest  funding  increases  in 
FY  2003  compared  to  FY  2002  may  still  receive  a  higher  than  average  price  per 
patient  than  networks  that  receive  more  funding.  For  example.  Network  3  receives 
the  5%  low  cap  funding  increase  under  VERA  and  has  an  average  price  of  $6,775, 
which  is  29.9%  above  the  system  average  of  $5,215.  On  the  other  hand, 

Network  8  receives  the  12.6%  maximum  funding  increase  under  VERA  and  has 
an  average  price  of  $4,717,  which  is  9.5%  below  the  system  average. 

These  variances  demonstrate  that  VERA  is  not  simply  moving  all  networks  to  an 
average  price  per  patient,  but  adjusts  network  allocations  for  differences  in  patient 
mix,  high  cost  patients,  geographic  costs,  research  and  education  support  costs, 
equipment  and  non-recurring  maintenance  activities,  and  the  low  and  high  capping 
adjustment. 
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Figure  5:  Projected  VERA  Average  Price  by  Network  FY  2003 


□  Basic  Care  ■  Complex  Care  □  High  Cost  Patients 

■  Geo  Price  Adjustment  □  Research  Support  □  Education  Support 

■  Equipment  □  Non-Recurring  Maintenance  □  Capping  Adjustments 
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Note:  Average  price  includes  the  long-term  care,  physicians'  salaries,  pharmaceuticals,  treatment  for  mental 
illness,  maintenance  of  historical  buildings  and  other  costs  not  included  in  all  private  or  public  health  plan  s  (e.g., 
Medicare). 
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Legislative  Mandate  for  VERA 


On  September  26,  1996,  under  Public  Law  104-204,  Section  429,  Congress 
directed  VA  to  implement  a  more  equitable  resource  allocation  system  as 
described  in  the  language  below: 

Sec.  429  (a)  Plan. — (1)  The  Secretary  of  Veterans  Affairs  shall  develop  a 
plan  for  the  allocation  of  healthcare  resources  ( including  personnel  and 
funds)  of  the  Department  of  Veterans  Affairs  among  the  healthcare 
Networks  of  the  Department  so  as  to  ensure  that  veterans  who  have  similar 
economic  status  and  eligibility  priority  and  who  are  eligible  for  medical  care 
have  similar  access  to  such  care  regardless  of  the  region  of  the  United  States 
in  which  such  veterans  reside.  (2)  The  plan  shall  —( A )  reflect ,  to  the 
maximum  extent  possible ,  the  Veterans  Integrated  Services  Network 
developed  by  the  Department  to  account  for  forecasts  in  expected  workload 
and  to  ensure  fairness  to  facilities  that  provide  cost-efficient  healthcare;  and 
(B)  include  —(i)  procedures  to  identify  reasons  for  variations  in  operating 
costs  among  similar  facilities  where  Network  allocations  are  based  on  similar 
costs  for  similar  services  and  workload;  (ii)  ways  to  improve  the  allocation  of 
resources  so  as  to  promote  efficient  use  of  resources  and  provision  of  quality 
healthcare;  (iii)  adjustments  to  unit  costs  in  subsection  (a)  to  reflect  factors 
which  directly  influence  the  cost  of  healthcare  delivery  within  each  Network 
and  where  such  factors  are  not  under  the  control  of  Network  or  Department 
management;  and  (iv)  include  forecasts  in  expected  workload  and 
consideration  of  the  demand  for  Veterans  Administration  healthcare  that 
may  not  be  reflected  in  current  workload  projections.  (3)  The  Secretary  shall 
prepare  the  plan  in  consultation  with  the  Under  Secretary  of  Health  of  the 
Department  of  Veterans  Affairs,  (b)  Plan  Elements  -  The  plan  under 
subsection  (a)  shall  set  forth  —milestones  for  achieving  the  goal  referred  to 
in  paragraph  (1)  of  that  subsection;  and  (2)  a  means  of  evaluating  the 
success  of  the  Secretary  in  meeting  the  goal,  (c)  SUBMITTAL  TO  CONGRESS  — 
The  Secretary  shall  submit  to  Congress  the  plan  developed  under  subsection 
(a)  not  later  than  180  days  after  the  date  of  enactment  of  this  Act.  (d) 

Implementation  —  The  Secretary  shall  implement  the  plan  developed  under 
subsection  (a)  not  later  than  60  days  after  submitting  the  plan  to  Congress 
under  subsection  (c),  unless  within  that  time  the  Secretary  notifies  Congress 
that  the  plan  will  not  be  implemented  in  that  time  and  includes  with  the 
notification  an  explanation  why  the  plan  will  not  be  implemented  in  that 
time. 
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Phase-In  Implementation  of  VERA 


To  assure  the  magnitude  of  the  impact  on  each  network  was  manageable,  VA 
phased-in  the  implementation  of  VERA  through  FY  1999  by  limiting  the  annual 
losses  of  any  individual  network  to  5%,  exclusive  of  equipment  and  non-recurring 
maintenance  funds. 

The  purpose  of  the  phase-in  period  was  to  bridge  to  the  new  system.  With  the 
additional  $1.62  billion  increase  (after  a  reduction  in  capital  accounts)  in  FY  2000 
over  the  FY  1999  budget  level,  the  5%  cap  limiting  the  loss  of  any  network  was  no 
longer  necessary  because  no  network  lost  more  than  5%.  The  phase-in  period  was 
completed  in  FY  2000.  The  phase-in  period  ensured  that  care  was  not  disrupted 
and  that  veterans  receiving  care  were  not  adversely  affected  by  abrupt  funding 
changes. 

The  Conference  language  that  accompanied  the  Act  (Public  Law  104-204) 
(September  26,  1996)  further  explains  congressional  intent  on  the  phase-in  of 
VERA.  The  Conference  Report  (No.  104-8 12)  (September  20,  1996)  states: 

The  conferees  recognize  that  precipitous  changes  in  allocations  amongst 
VA  ys  facilities  could  be  very  difficult  for  individual  facilities  to  manage. 

While  the  conferees  support  VA  ys  efforts  to  amend  its  resource  allocation 
methodology  based  on  a  capitation  model — which  is  intended  to  bring  about 
a  more  equitable  distribution  of  resources — they  expect  the  Department  to 
ensure  that  fiscal  year  1997  serve  as  a  ubridgeyy  in  moving  to  the  new  system 
so  as  to  provide  an  adjustment  period  for  facilities  to  adapt  to  the  new  model. 
The  conferees  further  expect  that  no  veteran  currently  receiving  care  by  the 
VA  will  be  denied  VA  health  care  services  as  a  result  of  the  new  allocation 
methodology.  The  VA  is  to  prepare  a  report  by  January  31,  1997 ,  on  its 
progress  in  adjusting  to  and  impacts  of  the  new  methodology,  and  be 
prepared  to  discuss  this  matter  during  the  fiscal  year  1998  budget  hearings. 


VERA  Progress  to  Date:  FY  1996  to  FY  2003 

VERA  has  produced  favorable  results  in  achieving  its  goals.  Independent  reviews 
by  the  General  Accounting  Office  (GAO),  PricewaterhouseCoopers  LLP,  AMA 
Systems,  Inc.,  and  the  RAND  Corporation  have  validated  the  VERA  methodology 
as  meeting  the  intent  of  Congress.  These  assessments  of  VERA  are  discussed  in 
the  next  section  or  in  Appendix  3. 
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Table  15  on  page  32  shows  the  impact  of  FY  1997  -  FY  2003  resource  allocations 
by  network  capped  and  with  VERA  adjustments  and  the  capped  impact  when 
compared  to  FY  1996.  While  the  caps  and  adjustments  have  ensured  VERA  was 
implemented  in  a  manageable  fashion,  it  is  important  to  note  that  significant 
amounts  of  resources  have  been  shifted  to  networks  that  were  previously  under¬ 
funded. 


The  VERA  allocation  system  that  was  implemented  during  FY  1997,  FY  1998  and 
FY  1999  limited  allocation  reductions  (excluding  equipment  and  non-recurring 
maintenance)  to  a  maximum  of  5%  to  ensure  that  networks  who  received  reduced 
allocations  would  have  enough  time  to 
adjust  their  financial  plans  and 
operations  accordingly.  Since  the  start 
of  VERA,  the  number  of  networks  that 
received  a  reduced  allocation 
compared  to  the  prior  year,  including 
VERA  adjustments  and  supplements, 
declined  to  zero  for  the  fiscal  years 
2000  to  2003  as  shown  in  Table  13. 

Networks  13  and  14  were  not 
consolidated  until  FY  2002  which 
reduced  the  total  number  of  networks. 


Table  13:  Change  in  Network  Allocations 
over  Prior  Year  Including  VERA 
Adjustments 

Fiscal  Year 

No.  of  Networks 

with  Increases 

No.  of  Networks 

with  Decreases 

1997 

17 

5 

1998 

13 

9 

1999 

15 

7 

2000 

22 

0 

2001 

22 

0 

2002 

21 

0 

2003 

21 

0 

Figure  6  on  page  33  shows  the  results  of  the  full  impact  of  the  VERA  model  for 
each  network  capped  and  with  adjustments  and  supplements. 


In  four  of  the  seven  years  under  VERA,  more  than  half  of  the  networks  received 
an  annual  allocation  including 
adjustments  that  exceeded  the 
system-wide  percent  increase  as 
shown  in  Table  14.  Networks 
13  and  14  were  not  consolidated 
until  FY  2002. 

Table  16  on  page  34  and  the 
corresponding  Figure  7  on  page 
35  display  the  percent  change  in 
the  allocation  for  each  VERA 
component  from  FY  1997  to  FY  2003. 


Table  14:  Network  Allocations  Compared  to  System- 
Wide  Increase  over  Prior  Year  Including  VERA 

Adjustments 

Fiscal  Year 

System-wide 
%  Increase 

No.  of  Networks 
Above  System- 
wide  %  Increase 

No.  of  Networks 
Below  System- 
wide  %  Increase 

1997 

2.91 

12 

10 

1998 

0.89 

11 

11 

1999 

1.33 

13 

9 

2000 

9.14 

10 

12 

2001 

6.40 

13 

9 

2002 

4.86 

11 

10 

2003 

9.75 

10 

11 
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lable  15:  FY  1996-  FY  2003  Resource  Allocations  by  Network  (Capped  and  with  VERA  Adjustments) 
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Figure  6 
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Table  16  and  Figure  7  on  page  35  display  the  percent  change  in  the  allocation  for 
each  VERA  component  from  FY  1997  to  FY  2003.  In  a  number  of  previous  tables 
and  figures,  the  basis  for  comparison  is  FY  1996  to  FY  2003,  while  Table  16  and 
Figure  7  show  a  comparison  for  FY  1997  to  FY  2003.  Because  FY  1997  was  the 
initial  year  that  VA  introduced  VERA,  and  the  previous  resource  allocation  system 
did  not  include  the  VERA  components,  the  base  year  for  comparison  of  the 
percent  change  in  each  VERA  component  begins  in  FY  1997. 


Table  16:  Percent  Change  in  Allocation  in  Each  VERA  Component, 

FY  1997  to  EY  2003 


Network 

Basic 
(Vested  & 
Non 
Vested) 

Complex 

Care 

High 

Cost 

Patients 

Geo 

Price 

Adj 

Research 

Support 

Education 

Support 

Equip 

ment 

NRM 

Capping 

Net 

FY  1997 

FY  2003 

1  Boston 

21.4 

(5.8) 

9.7 

(0.0) 

(0.7) 

(0.3) 

0.9 

(0.3) 

(5.0) 

19.8 

2  Albany 

28.9 

(3.2) 

8.8 

(0.4) 

(0.5) 

(0.5) 

1.4 

(0.1) 

(6.2) 

28.3 

3  Bronx 

14.1 

(10.9) 

14.9 

1.6 

(0.5) 

(0.2) 

0.5 

(0.6) 

(9.6) 

9.3 

4  Pittsburgh 

37.2 

(7.1) 

9.1 

(0.7) 

0.9 

(0.2) 

1.9 

0.1 

(2.9) 

38.2 

5  Baltimore 

18.2 

7.2 

11.5 

0.5 

1.2 

(0.1) 

1.3 

(0.1) 

0.0 

39.7 

6  Durham 

26.4 

2.2 

9.5 

(0.2) 

0.3 

(0.1) 

1.5 

0.2 

0.6 

40.2 

7  Atlanta 

28.0 

(3.4) 

9.7 

0.2 

0.2 

(0.2) 

1.8 

0.2 

5.7 

42.2 

8  Bay  Pines 

49.9 

4.2 

7.8 

(2.9) 

(0.1) 

(0.1) 

2.7 

0.9 

0.3 

62.6 

9  Nashville 

31.2 

(4.2) 

5.7 

(0.4) 

(0.3) 

(0.2) 

1.4 

0.1 

(0.8) 

32.4 

10  Cincinnati 

25.9 

8.1 

9.7 

(0.2) 

(0.1) 

(0.2) 

1.5 

0.0 

0.6 

45.4 

1 1  Ann  Arbor 

24.7 

(4.2) 

10.0 

(0.3) 

(0.2) 

(0.1) 

1.4 

0.1 

(2.2) 

29.2 

1 2  Chicago 

14.2 

(1.7) 

10.7 

1.4 

(0.3) 

(0.3) 

0.6 

(0.6) 

(5.9) 

18.1 

15  Kansas  City 

25.7 

(8.8) 

5.1 

(LI) 

(0.7) 

(0.3) 

1.3 

0.2 

2.2 

23.7 

16  Jackson 

30.6 

2.5 

7.8 

0.2 

(0.0) 

(0.3) 

1.8 

0.4 

5.7 

48.7 

17  Dallas 

30.8 

3.3 

8.7 

(0.7) 

0.7 

(0.1) 

2.0 

0.4 

5.3 

50.3 

18  Phoenix 

37.4 

0.9 

6.5 

(1.3) 

0.5 

(0.1) 

2.2 

0.7 

8.2 

55.0 

19  Denver 

27.0 

0.7 

7.8 

0.4 

(2.0) 

(0.1) 

1.6 

0.2 

1.7 

37.4 

20  Portland 

25.6 

0.5 

9.3 

(0.0) 

(0.2) 

(0.1) 

1.7 

0.3 

8.1 

45.2 

2 1  San  Francisco 

27.0 

(1.3) 

12.7 

3.6 

1.8 

(0.0) 

1.6 

0.7 

1.4 

47.4 

22  Long  Beach 

21.8 

1.1 

10.6 

0.0 

(0.2) 

(0.2) 

1.5 

0.1 

(1.9) 

32.8 

23  Minneaplis 

20.8 

1.0 

6.4 

0.1 

0.1 

(0.2) 

0.9 

(0.1) 

1.9 

30.9 

VHA  Totals  27.1  (1.2)  9.3 

Note:  The  numbers  may  not  add  due  to  rounding. 

0.0 

0.0 

(0.2) 

1.5 

0.1 

0.0 

36.6 
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Figure  7:  Percent  Change  in  Allocation  in  Each  VERA  Component, 

FY  1997  to  FY  2003 
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Figure  8  on  page  37  depicts  the  overall  result  from  FY  1996  to  FY  2001  on  how 
the  VHA  allocation  was  spent.  It  displays  the  dollars  that  are  expended  by  each 
network,  to  include  the  VERA  General  Purpose  allocations,  the  Specific  Purpose 
allocations  and  actual  collections  and  reimbursements.  The  chart  shows  the 
percent  variance  from  the  national  average  for  each  network’s  total  dollars  spent 
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per  patient  in  FYs  1996  -  2001.  These  changes  over  time  demonstrate  that  VERA 
is  meeting  its  objective  of  funding  networks  based  on  their  unique  needs,  not  at  a 
single  national  average  rate.  There  has  not  been  an  arbitrary  movement  of  funds 
to  the  system-wide  mean.  The  changes  are  the  result  primarily  of  three  factors: 

1 .  The  network’s  average  projected  price  per  patient  (displayed  previously  in 
Figure  5  on  page  28),  which  is  derived  from  the  network’s  Basic  and  Complex 
Care  workload  volume,  high  cost  patients,  the  geographic  price  adjustment, 
education  support,  research  support,  equipment,  non-recurring  maintenance 
and  capping  adjustments, 

2.  Recent  changes  in  workload  experiences;  particularly  Basic  and  Complex  Care 
workload  volume, 

3.  Changes  in  the  level  of  first  and  third  party  collection  revenue  and 
reimbursement  revenue. 

The  number  of  patients  treated  system  wide  has  increased  from  2,936,347  in 
FY  1996  to  4,149,706  in  FY  2001  or  by  41.3%.  The  system  wide  average  dollars 
spent  per  patient  has  decreased  by  13.7%  from  $5,349  in  FY  1996  to  $4,614  in 
FY  2001. 
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Figure  8:  FY  1996-FY  2001  Dollars  Spent  per  Patient 
Percent  Variance  from  National  Average 
(FY  2001  is  Base  Year  for  FY  2003  VERA  Allocation) 

(FY  1996  is  Base  Year  before  VERA  Implementation) 
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Collections  and  VERA 


Congress  enacted  provisions  in  FY  1998  for  VA  to  retain  medical  collections 
rather  than  return  them  to  the  Department  of  Treasury  as  had  been  required  in  the 
past.  The  legislation  terminated  the 
Medical  Care  Cost  Recovery  (MCCR) 

Fund  and,  in  June  1997,  established  the 
Medical  Care  Collections  Fund 
(MCCF).  Since  July  1,  1997,  all 
collections  from  third-party 
reimbursements,  copayments,  per 
diems,  and  certain  torts  were  deposited 
in  this  new  fund.  Amounts  in  the 
MCCF  are  then  transferred  to  the 
Medical  Care  appropriation  and  remain 
available  until  expended.  A  total  of 
$1,120  billion  in  collections  is 
projected  to  be  transferred  for 
FY  2003.  In  addition,  a  total  of  $455 
million  in  collections  for  the  Health 
Services  Improvement  Fund  (HSIF) 
should  be  available  for  networks  in 
FY  2003.  Also,  a  total  of  $142  million 
in  other  reimbursement  estimates 
should  be  available  for  networks  in 
FY  2003.  These  reimbursements 
include  sharing  and  TRICARE.  Public 
Law  106-117,  the  Veterans 


Hi 

Table  17:  MCCF  and  Other  Collections  - 

FY  2003 

(.$  in  millions) 

Network 

MCCF/HSIF 

Sharing/Other 

1  Boston 

$75 

$5 

2  Albany 

$40 

$3 

3  Bronx 

$83 

$5 

4  Pittsburgh 

$97 

$4 

5  Baltimore 

$41 

$3 

6  Durham 

$96 

$5 

7  Atlanta 

$88 

$2 

8  Bay  Pines 

$159 

$7 

9  Nashville 

$80 

$7 

10  Cincinnati 

$44 

$4 

1 1  Ann  Arbor 

$78 

$4 

12  Chicago 

$77 

$8 

15  Kansas  City 

$68 

$6 

16  Jackson 

$123 

$10 

17  Dallas 

$59 

$18 

18  Phoenix 

$61 

$10 

19  Denver 

$49 

$2 

20  Portland 

$60 

$9 

21  San  Francisco 

$45 

$15 

22  Long  Beach 

$48 

$7 

23  Minneapolis 

$104 

$8 

VHA  Totals 

$1,575 

$142 

Note:  The  numbers  may  not  add  due  to  rounding.  These  totals  do 
not  include  national  support  programs. 

Millennium  Health  Care  and  Benefits  Act,  authorized  the  Secretary  to  increase  the 
$2  medication  copayment,  establish  a  maximum  annual  and  monthly  payment 
applicable  to  veterans  with  multiple  outpatient  prescriptions,  revise  copayments  in 
outpatient  care  for  “higher-income”  veterans,  authorizes  VHA  to  receive 
reimbursements  from  Department  of  Defense  for  certain  military  retirees  using  the 
VA  system  covered  by  TRICARE  and  expands  VA’s  enhanced-use  authority. 
Receipts  and  collections  under  the  new  authority  (i.e.  the  medication  copayment 
increase  of  $5  from  $2  to  $7)  will  be  deposited  in  the  Health  Services 
Improvement  Fund.  The  original  $2  medication  copayment  will  continue  to  be 
deposited  in  MCCF.  Table  17  displays  estimated  network  collections  for 
FY  2003.  Table  18  on  page  40  depicts  the  sum  of  VERA  allocations  and 
collections  (receipts)  for  each  network. 


Table  18  reflects  that  the  largest  percentage  increase  from  FY  2002  in  current-year 
funds  available  is  +15.1 1%  in  Network  8,  while  Network  23  experiences  the 
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smallest  percentage  increase  in  total  funding  with  6.68%  when  estimated  receipts 
are  considered.  The  minimum  any  network  budget  will  increase  from  FY  1996  to 
FY  2003  is  17.19%  in  Network  3,  while  the  greatest  increase  is  89.31%  in 
Network  8. 
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Section  III 

Assessments  of  VERA 


During  the  past  five  years  the  General  Accounting  Office  (GAO)  and  a  private 
sector  contractor  (Price waterhouseCoopers  LLP)  have  evaluated  VERA.  Overall, 
their  studies  found  that  VERA  is  an  improvement  over  previous  VA  health  care 
funding  allocation  systems.  In  fact,  PricewaterhouseCoopers  LLP  concluded  that 
VERA  is  ahead  of  other  global  health  care  funding  systems  around  the  world.  The 
studies  recommended  changes  to  strengthen  VA’s  allocation  system.  Except  for 
the  most  recent  GAO  assessment  that  is  discussed  below,  the  recommended 
changes  and  VA’s  actions  taken  and  plans  for  addressing  these  recommendations 
are  discussed  in  Appendix  3. 

In  addition,  in  May  1999  VA  retained  a  contractor,  AMA  Systems,  Inc.  and  its 
sub-contractor  the  Center  for  Naval  Analyses  Corporation  (CNAC),  to  assess  the 
relative  status  of  patient  health  care  across  VA’s  then  22  networks,  and  to  the 
extent  those  differences  require  disproportionate  resource  consumption  in  the 
affected  network  that  go  beyond  current  VERA  adjustments.  Early  during  the 
course  of  the  study,  as  a  result  of  increasing  concerns  from  a  number  of 
stakeholders,  VA  amended  its  evaluation  of  patient  health  status  contract  study  to 
include  an  analysis  of  the  efficiency  of  resource  allocation  to  rural  areas  within  the 
VERA  process.  The  findings,  conclusions  and  recommendations  of  both  studies 
were  completed  in  July  2000,  and  are  also  discussed  in  Appendix  3. 

In  FY  2001,  the  Senate  Appropriations  Committee  directed  VA  to  contract  with  a 
Federally  Funded  Research  and  Development  Center  to  conduct  a  VERA  study  to 
determine  whether  VERA’s  methodology  leads  to  a  distribution  of  funds  that 
covers  the  special  needs  of  some  veterans.  Phase  I  and  Phase  II  of  this  study  were 
completed  and  provided  to  Congress  in  September  2001  and  November  2002 
respectively.  The  findings  and  recommendations  are  also  discussed  in  this  section. 

GAO  Evaluation 


During  FY  2001,  Congress  asked  the  GAO  to  conduct  a  follow-up  VERA 
evaluation  to  address  the  following  questions: 

•  Has  the  implementation  of  the  VERA  methodology  resulted  in  a  more 
equitable  allocation  of  VA  health  care  resources? 

•  What  specific  problems  are  networks  and  medical  facilities  experiencing  with 
the  VERA  methodology? 
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On  February  28,  2002,  GAO  issued  a  report  entitled  VA  Health  Care:  Allocation 
Changes  Would  Better  Align  Resources  with  Workload  (GAO-02-338).  GAO 
concluded  that  VERA  is  a  reasonable  approach  to  allocate  resources,  but  identified 
weaknesses  in  its  implementation.  GAO  recommended  that  VA  correct  these 
weaknesses  to  better  allocate  comparable  resources  for  comparable  workloads. 

Based  on  its  findings  and  conclusions,  GAO  made  the  following  five 
recommendations: 

•  Better  align  VERA  measures  of  workload  with  actual  workload  served 
regardless  of  veterans  priority  group. 

•  Incorporate  more  categories  into  VERA’s  case-mix  adjustment. 

•  Update  VERA’s  case-mix  weights  using  the  best  available  data  on  clinical 
appropriateness  and  efficiency. 

•  Determine  in  the  supplemental  funding  process  the  extent  to  which  different 
factors  cause  networks  to  need  supplemental  resources  and  take  action  to 
address  limitations  in  VERA  or  other  factors  that  may  cause  budget  shortfalls. 

•  Establish  a  mechanism  in  the  National  Reserve  Fund  to  partially  offset  the  cost 
of  networks’  highest  cost  Complex  Care  patients. 

VA  has  addressed  the  five  GAO  recommendations,  which  are  discussed  below: 

GAO  Recommendation  1: 

“Better  align  VERA  measures  of  workload  with  actual  workload  served 
regardless  of  veteran  priority  group.” 

Based  on  a  careful  assessment  of  all  policy  options,  the  Secretary  determined  not 
to  include  certain  Priority  7  Basic  Care  patients  in  the  VERA  model  for  FY  2003. 
Although  the  inclusion  of  non-service-connected  Priority  7  veterans  in  the  VERA 
Basic  Care  category  would  be  a  step  toward  better  aligning  the  VERA  allocation 
model  with  VA’s  actual  enrollment  experience,  including  these  veterans  in  the 
VERA  model  would  create  financial  incentives  to  seek  out  more  of  these  veterans 
instead  of  veterans  with  service-connected  disabilities  or  those  with  incomes 
below  the  current  income  threshold  or  special  needs  patients  (e.g.,  the  homeless), 
veterans  who  comprise  VA’s  core  health  care  mission. 

VA  experienced  uncontrolled  growth  in  the  Priority  7  veterans  when  they  were  not 
included  in  the  VERA  model,  and  VA  does  not  want  to  encourage  unmanageable 
growth  by  including  them  in  the  VERA  model.  The  allocation  of  fixed  resources 
to  networks  is  done  on  a  zero  sum  basis.  Increased  resources  for  non-service- 
connected  Priority  7  veterans  would  come  at  the  expense  of  veterans  who  are 
service-connected,  poor,  or  who  require  specialized  services.  The  allocation  of 
resources  to  areas  with  a  disproportionate  percentage  of  non-service-connected 
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Priority  7  veterans  would  come  at  the  expense  of  veterans  who  live  in  areas  with 
disproportionately  higher  numbers  of  service-connected  and  lower  income 
veterans. 

GAO  Recommendation  2: 

“Incorporate  more  categories  into  VERA’s  case-mix  adjustment.” 

In  FY  2003  the  VERA  model  was  refined  by  substituting  the  current  VERA  3 
case-mix  model  with  10  case-mix  categories,  including  6  Basic  Care  price  groups 
and  4  Complex  Care  price  groups,  which  is  a  higher  grouping  of  the  current  47 
patient  classifications.  VA  continues  to  study  the  Diagnostic  Cost  Groups 
(DCGs),  which  could  potentially  be  used  in  the  FY  2005  allocation  process. 

GAO  Recommendation  3: 

“Update  VERA’s  case-mix  weights  using  the  best  available  data  on  clinical 
appropriateness  and  efficiency.” 

VA  implemented  the  VERA  10  case-mix  category  model  in  FY  2003,  which 
eliminates  the  need  to  maintain  the  FY  1995  Complex  Care/Basic  Care  allocation 
split  of  38%  Complex  Care  and  62%  Basic  Care.  This  change  updates  these 
weights  to  reflect  the  current  base  year  cost  experience. 

GAO  Recommendation  4: 

“Determine  in  the  supplemental  funding  process  the  extent  to  which  different 
factors  cause  networks  to  need  supplemental  resources  and  take  action  to 
address  limitations  in  VERA  or  other  factors  that  may  cause  budget 
shortfalls.” 

In  FY  2003  VA  implemented  caps  on  the  FY  2003  allocation  increase  over 
adjusted  FY  2002  allocations  at  the  low  end  of  +  5%  and  at  the  high  end  of 
+12.6%.  As  a  result,  it  is  expected  there  will  be  no  VERA  adjustment  or 
supplemental  allocation  provided  in  FY  2003. 

GAO  Recommendation  5: 

“Establish  a  mechanism  in  the  National  Reserve  Fund  to  partially  offset  the 
cost  of  networks’  highest  cost  Complex  Care  patients.” 

In  FY  2003  VA  is  providing  networks  with  a  VERA  adjustment  for  their  top  1% 
high-cost  patients  whether  in  Complex  Care  or  Basic  Care.  The  top  1%  high  cost 
adjustment  will  provide  networks  with  additional  funding  for  patients’  costs  that 
exceed  a  $70,000  threshold. 
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Federally-Funded  Research  and  Development  Center  Contractor  Evaluation 

RAND  Corporation  Study 

Congress  directed  in  Public  Law  106-377  that  VA  enter  into  a  contract  with  a 
federally-funded  research  and  development  center  to  conduct  an  analysis  of 
VERA.  VA  contracted  with  the  RAND  Corporation  to  conduct  this  study.  In  July 
2001,  RAND  submitted  its  Phase  I  VERA  report  to  the  VHA  Office  of  Finance. 

In  turn,  on  September  18,  2001,  VHA  Office  of  Finance  transmitted  the  Phase  I 
VERA  report  to  Congress. 

The  FY  2002  Senate  Appropriations  Committee  report  language  indicated  the 
Committee  was  pleased  with  the  initial  results  of  the  VERA  study  and  directed 
VHA  to  continue  this  federally-funded  research  and  development  center  study 
through  the  end  of  FY  2002.  The  RAND  Corporation  submitted  its  Phase  II 
VERA  report,  “An  Analysis  of  Potential  Adjustments  to  the  Veterans  Equitable 
Resource  Allocation  (VERA)  System”,  to  V A  on  October  4,  2002.  It  was 
provided  to  Congress  on  November  5,  2002.  The  FY  2003  Senate  Appropriations 
Committee  report  language  further  directed  VA  to  continue  this  federally-funded 
research  and  development  center  study  through  the  end  of  FY  2003. 

RAND’s  Charge  (Phase  I):  Assess  the  impact  of  VERA  allocations  to  VISNs  with 
respect  to  the  following  three  specific  areas  of  concern  expressed  by  Congress: 

•  The  impact  of  the  allocation  of  funds  under  the  VERA  formula  on  VISNs  and 
sub-regions  with  older-than-average  medical  facilities;  those  with  older  or 
more  disabled  enrolled  veterans;  those  undergoing  major  consolidation;  and/or 
those  with  appointment  backlogs  and  waiting  periods  in  rural  and  urban  sub- 
regions. 

•  Issues  associated  with  the  maintenance  of  direct  affiliations  between  VA 
medical  centers  and  university  teaching  and  research  hospitals. 

•  Whether  the  VERA  formula  for  allocating  funds  adequately  accounts  for 
differences  in  weather  conditions  when  calculating  the  cost  of  construction 
and  maintenance  of  health  care  facilities  and  whether  VISNs  that  experience 
harsh  weather  conditions  require  more  resources. 

To  address  these  issues  within  the  project’s  allotted  time  frame,  RAND  initially 
conducted  a  qualitative  analysis  of  the  VERA  system  gathering  data  from  site 
visits,  interviews,  and  published  reports.  Findings  from  that  analysis  appear  in  a 
report  entitled  “An  Analysis  of  the  Veterans  Equitable  Resource  Allocation 
(VERA)  System”  (RAND  MR-1419-DVA). 
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The  Phase  I  report  identified  several  key  issues  that  would  require  additional 
quantitative  evaluation  to  resolve;  however,  such  analysis  was  outside  the  scope  of 
that  initial  phase  of  work.  As  a  result,  in  the  fall  of  2001,  Congress  directed  VA  to 
continue  the  federally-funded  research  and  development  center  study  through 
FY  2002.  VA  contracted  with  RAND  to  conduct  a  Phase  II  VERA  study. 

An  underlying  concern  in  Phase  I,  and  one  that  was  articulated  in  the  legislation 
calling  for  the  study,  was  whether  the  VERA  system  for  allocating  resources 
omitted  consideration  of  certain  factors,  particularly  factors  that  had  a  predictable 
and  systematic  impact  on  the  costs  of  providing  health  care  to  veterans  and  were 
largely  outside  the  control  of  VISN  directors.  The  goal  of  the  Phase  II  VERA 
study  was  intended  to  evaluate  the  impact  of  these  factors  on  the  variation  in 
individual  patient  costs  across  VISNs  and  to  assess  the  potential  effects  of 
modifications  that  might  be  made  to  VERA  for  such  factors. 

With  regard  to  the  three  critical  issues  identified  by  Congress,  the  initial  RAND 
Phase  I  study  concluded  the  following: 

•  Overall,  the  study  identified  factors  that  may  influence  the  costs  of,  and  access 
to,  care  within  the  VA  system  and  assessed  how  VERA  adjusts  for  those 
effects.  Among  the  findings  of  the  report  was  that  health  care  delivery  costs 
might  be  affected  by  the  age,  physical  condition,  and  historical  significance  of 
a  VISN’s  facilities,  factors  for  which  VERA  makes  no  adjustments. 

•  Another  finding  was  that  VERA’s  case-mix  adjustment  methodology  might 
not  account  adequately  for  differences  in  the  average  health  status  of  veterans 
across  VISNs.  In  contrast,  the  influence  of  such  factors  as  weather  extremes 
and  rural  versus  urban  location  appeared  less  clear.  Finally,  the  report 
concluded  that  a  comprehensive  evaluation  of  the  current  system,  as  well  as 
the  potential  effects  of  modifications  to  it,  would  require  extensive, 
quantitative  analysis. 

RAND’s  charge  for  Phase  II  was  to  evaluate  the  impact  of  the  Phase  I  findings  on 
the  variation  in  individual  patient  costs  across  VISNs  and  to  assess  the  potential 
effects  of  modifications  that  might  be  made  to  VERA  for  such  factors.  The 
Phase  II  objectives  were  to: 

•  Quantify  the  impact  of  patient,  facility,  and  environmental  variables  on  costs 

•  Focus  on  concerns  expressed  in  original  legislation 

•  Create  a  tool  to  assess  the  impact  of  a  wide  range  of  policy  changes 

•  Simulate  how  policy  changes  would  affect  VISN  allocations 

RAND  analyzed  data  from  a  variety  of  sources  including  VA,  the  Centers  for 
Medicare  and  Medicaid  Services,  and  individual  counties  nationwide,  and 
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evaluated  the  effects  of  17  individual  and  22  facility  characteristics  on  the 
variation  in  individual  patient  costs  across  VISNs.  Two  models  were  constructed 
to  account  for  factors  that  affected  patient  costs.  The  first,  referred  to  as  the  “fully 
specified  model,”  included  all  sociodemographic  and  health  status  variables 
previously  found  to  influence  health  care  costs  as  well  as  a  number  of  factors 
specified  by  Congress.  The  second  model,  referred  to  as  the  “policy  model,”  was 
constructed  by  excluding  from  the  fully  specified  model  any  variables  that  did  not 
meet  current  VA  policy  objectives  as  well  as  those  related  to  efficiency 
considerations. 

Estimates  from  the  regression  equations  were  used  to  predict  patient  level  costs, 
which  were  then  aggregated  to  the  VISN  level  to  allow  cross- VISN  comparisons. 
The  models  were  used  to  simulate  the  potential  influence  on  VISN  allocations  of 
varying  patient  and  facility  characteristics.  RAND  also  assessed  the  influence  of 
alternative  case-mix  adjustments,  and  tested  the  sensitivity  of  the  results  to  the 
method  used  to  allocate  costs  to  patients  and  to  the  inclusion  of  Priority  7  patients. 

The  major  findings  of  Phase  II  are  summarized  as  follows: 

•  The  current  VERA  system  for  allocating  resources  to  VISNs  does  not  account 
for  a  number  of  measurable  factors  that  affect  patient  care  costs,  including 
patient  and  facility  characteristics  that  vary  systematically  across  VISNs  and 
that  are  largely  beyond  VISN  directors’  control.  Alternative  methods  for 
allocating  resources  to  VISNs,  based  on  the  principles  that  guide  VERA  but 
that  better  account  for  these  factors,  may  produce  a  more  equitable  allocation 
system. 

•  Case-mix  measures  play  a  key  role  in  explaining  patient-level  cost  differences. 
Overall,  more-detailed  case-mix  measures  accounted  for  more  of  the  variation 
in  individual  patient  care  costs  than  less-detailed  measures.  All  three 
alternatives  examined  had  significantly  more  explanatory  power  than  the 
method  currently  used  in  VERA. 

•  Age  and  sex  independently  affect  patient  care  costs,  controlling  for  alternative 
case-mix  measures  and  other  factors. 

•  The  degree  to  which  VA  patients  rely  on  Medicare  providers  for  the  care  they 
receive  has  a  significant  impact  on  VA  costs.  As  one  might  expect,  patients 
who  are  more  reliant  on  Medicare  providers  incur  lower  VA  costs  vis-a-vis 
those  patients  who  receive  little  or  no  care  from  Medicare  providers. 

•  Veterans  who  live  in  urban  and  suburban  areas  use  more  resources  than  those 
who  reside  in  rural  areas.  At  the  same  time,  costs  are  higher  for  those  veterans 
who  must  travel  longer  distances  for  care. 

•  Most  facility  infrastructure  characteristics  -  including  age,  historical 
significance,  total  building  count,  and  average  physical  condition  -  do  not 
appear  to  have  a  significant  independent  effect  on  patient  care  costs. 
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However,  both  the  number  of  square  feet  of  building  space  per  patient  (a 
measure  of  building  capacity  and  the  extent  to  which  it  is  being  used 
efficiently)  and  per  acre  of  land  (a  measure  of  the  density  of  the  infrastructure) 
increased  facility  costs. 

•  The  choice  of  case-mix  measure  and  the  other  factors  included  in  the  RAND 
policy  model  influence  whether  teaching  is  an  important  factor  in  explaining 
patient  care  costs.  Teaching  intensity  is  a  significant  factor  only  with  the  VA 
DCGs,  where  it  has  a  negative  effect  on  facility  costs  (facility  costs  decrease 
as  the  ratio  of  residents-to-physicians  increases). 

•  Research  intensity  (measured  by  the  research  costs  per  unique  patient)  has  a 
positive  effect  on  facility  costs. 

•  In  comparing  the  simulation  results  to  actual  FY  2002  allocations,  it  was 
found  that  for  the  RAND  base  case  simulation  -  in  which  the  regression 
methodology  was  applied  and  controlled  for  the  same  set  of  factors  that  VA 
currently  controls  for  in  the  current  VERA  model  -  $282  million,  or  1.5 
percent  of  the  total  appropriation,  would  be  redistributed  across  the  VISNs. 

•  The  total  amount  of  money  that  is  redistributed  by  the  VERA-3  policy  model 
(which  controls  for  additional  factors)  relative  to  the  base  case  is  $434  million, 
or  2.4  percent  of  the  total  appropriation. 

•  The  choice  of  a  case-mix  measure  has  a  substantial  impact  on  VISN 
allocations.  Each  of  the  three  alternative  case-mix  measures  examined 
(VERA- 10,  VERA-47,  and  VA  DCGs)  would  result  in  substantial  movement 
of  budget  allocations  across  VISNs.  The  magnitude  of  the  budget  reallocation 
(relative  to  VERA-3)  is  sensitive  to  the  choice  of  an  alternative  case-mix 
measure.  For  some  VISNs,  the  direction  of  the  budget  reallocation  also  varies 
by  case-mix  measure  (i.e.,  some  VISNs  would  gain  if  VA  shifted  to  VERA- 
10,  but  those  same  VISNs  would  lose  if  VA  shifted  to  VA  DCGs).  However, 
this  shift  in  direction  occurs  only  in  cases  where  the  gain  or  loss  is  relatively 
small. 

•  The  results  from  the  comparisons  between  the  VERA-3  policy  model  and 
policy  models  with  the  other  case-mix  measures  illustrate  that  the  movement 
from  VERA-3  to  VA  DCGs  redistributes  substantially  more  money  than 
would  the  movement  to  either  VERA- 10  or  VERA-47.  At  the  national  level, 
the  move  to  VA  DCGs  would  redistribute  1.9  percent  of  the  total 
appropriation  compared  to  approximately  1  percent  under  VERA- 10  and 
VERA-47. 

•  The  results  were  relatively  insensitive  to  several  methodological  factors:  the 
method  used  to  allocate  costs  to  patients  (for  the  alternative  cost  methods 
examined);  whether  or  not  the  Basic  Care  Priority  7  patients  (those  Priority  7 
patients  not  currently  credited  in  VERA)  were  included  in  the  patient  and 
facility  regression  equations;  and  the  year  of  data  used  to  estimate  the  models. 
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•  When  the  Basic  Care  Priority  7  veterans  are  included  in  the  simulations, 
approximately  half  of  the  VISNs  received  larger  simulated  allocations  and  half 
received  smaller  allocations,  compared  to  the  simulated  allocations  based  on 
policy  models  that  excluded  these  patients  (but  included  Complex  Care 
Priority  7  veterans  only). 

In  light  of  the  findings  of  the  Phase  II  VERA  study,  the  RAND  Corporation 
believes  that  VA  should  consider  modifying  VERA.  The  Phase  II  VERA  study 
generated  the  following  conclusions: 

Patient  and  Facility  Characteristics:  VA  should  consider  modifying  VERA  to 
take  greater  account  of  patient  and  facility  characteristics  than  it  does  now. 
Movement  in  this  direction  would  retain  most  of  the  strengths  of  VERA  while 
increasing  the  alignment  between  VISN  allocations  and  patient  workloads. 
Specifically,  VERA  should  expand  the  number  of  adjustments  that  it  currently 
makes  to  account  for  the  patient-level  and  facility-level  variables  included  in  the 
policy  model.  To  make  these  adjustments,  VA  should  consider  adopting  an 
allocation  system  that  relies  on  a  regression/simulation  framework  similar  to  the 
one  used  in  the  Phase  II  analysis.  However,  before  making  any  modifications 
along  these  lines,  during  Phase  III  of  the  study,  VA  should: 

•  Better  understand  how  particular  variables  influence  VISN  allocations 

•  Refine  the  models  to  reflect  more  recent  data 

•  Resolve  the  following  key  implementation  issues: 

1.  Educate  all  relevant  stakeholders  on  the  pros  and  cons  of  adopting  the 
regression-based  allocation  framework 

2.  Make  “prices”  explicit 

3.  Improve  facility-level  data  collection  and  reporting  processes 

Case-mix  Adjustment:  RAND  proposes  that  VERA  should  take  greater  account 
of  case-mix  differences  across  facilities  and  VISNs  than  is  now  possible  within  the 
three-category  case-mix  system  (i.e.,  Basic  Vested,  Basic  Non-Vested,  and 
Complex  Care)  on  which  VERA  is  currently  based. 

Among  the  four  alternative  case-mix  systems  considered  (VERA-3,  VERA- 10, 
VERA-47,  and  VA  DCGs),  pending  the  outcome  of  Phase  III,  potential 
modifications  could  include: 

•  Using  either  the  VERA- 10  or  the  VA  DCGs  case-mix  measures 

o  If  a  more  refined  case-mix  adjustment  is  made,  the  educational  support 
component  of  VERA  should  be  revisited 
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While  VERA-47  represents  an  improvement  over  VERA-3  in  the  amount  of 
patient  cost  variation  explained,  VERA-47  provides  only  a  small  improvement 
over  VERA- 10  while  introducing  considerably  more  complexity  into  the 
allocation  system. 

The  choice  between  VERA- 10  and  VA  DCGs  involves  some  trade-offs.  VA 
DCGs  have  greater  explanatory  power  in  comparison  to  the  VERA- 10  case-mix 
measure;  and  they  are  less  likely  to  create  an  incentive  to  increase  length  of  stay  or 
to  steer  patients  toward  inpatient  rather  than  outpatient  care,  because  they  are  not 
based  on  patient  utilization.  However,  DCGs  are  also  less  transparent  than  are  the 
VERA- 10  groups  and  would  probably  be  more  difficult  to  administer,  at  least  in 
the  short  run. 

RAND  suggests  that  in  the  event  VA  decides  to  implement  a  DCG-based  system, 
that  VA  continue  to  explore  refinements  to  that  system,  particularly  with  respect  to 
inpatient  mental  health  and  long-term  care.  RAND  also  suggests  that  additional 
research  is  needed  to  help  identify  the  reasons  why  some  VISNs  would  experience 
a  positive  reallocation  under  VERA- 10,  relative  to  VERA-3,  and  a  negative 
reallocation  under  VA  DCGs,  or  vice  versa. 

The  study  provided  additional  explicit  conclusions: 

Academic  Affiliations:  The  current  method  of  funding  education  and  research 
support  costs  through  separate  allocations  should  be  reconsidered  if  the  allocation 
process  is  modified  to  include  more  refined  case-mix  measures  and/or  a  broader 
set  of  individual  and  facility  characteristics. 

Medicare  Reliance:  VERA  should  be  modified  to  account  for  differences  in  the 
degree  to  which  VA  patients  rely  on  Medicare  providers  for  the  care  they  receive. 
Although  accounting  for  Medicare  reliance  will  undoubtedly  increase  the  system’s 
complexity,  it  will  also  make  the  system  more  equitable.  Accounting  for  Medicare 
reliance  might  also  help  mitigate  the  potential  for  VISNs  to  receive  additional 
revenue  for  treating  patients  who  receive  the  bulk  of  their  care  through  Medicare 
providers,  in  the  event  that  VA  adopted  a  case-mix  measure,  such  as  DCGs,  that 
assigned  patients  to  cost  categories  based  solely  on  diagnoses. 

Other  Variables:  Other  than  the  case-mix  variables,  the  variables  in  the 
individual-level  policy  model  (e.g.,  age,  sex,  urban/rural  location,  Medicare 
reliance,  Medicaid  long-term  care  generosity)  add  little  incremental  explanatory 
power,  once  case-mix  is  accounted  for.  However,  these  non-case-mix  variables 
are  statistically  significant.  There  are  sound  conceptual  reasons  for  including  them 
in  the  model;  and  they  have  a  substantial  impact  on  the  simulated  allocations. 
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Basic  Care  Priority  7  Patients:  An  issue  of  ongoing  interest  to  VA,  veterans 
groups,  and  the  Congress  is  whether  Basic  Care  Priority  7  patients  should  be 
included  in  workload  calculations.  When  addressing  this  issue,  decision  makers 
must  assess  how  patient  care  resources  would  be  redistributed  across  priority 
groups,  how  the  economic  incentives  facing  VISN  directors  and  facility  managers 
would  be  altered,  how  waiting  times  and  appointment  backlogs  might  be  affected, 
and  possibly  even  how  the  quality  of  care  offered  to  veterans  could  change. 

Such  assessments  would  become  especially  crucial  if  a  decision  to  include  the 
Basic  Care  Priority  7  patients  were  not  accompanied  by  a  larger  medical  care 
appropriation  and/or  enrollment  reforms. 

RAND  believes  that  if  VA  decided  to  include  Basic  Care  Priority  7  patients  in 
workload  calculations,  then  some  VISNs  would  gain  revenue  at  the  expense  of 
other  VISNs,  assuming  that  Congress  does  not  increase  the  medical  care 
appropriation  to  take  greater  account  of  the  costs  of  treating  those  patients. 

Other  Issues:  RAND  believes  that  in  addition  to  generating  important  insights 
into  factors  that  influence  the  costs  of  providing  care  to  the  veteran  population, 
with  an  emphasis  on  those  factors  expressed  by  Congress  in  the  legislation 
mandating  this  study,  the  regression/simulation  modeling  approach  provides  VA 
policymakers  with  a  valuable  tool  for  making  resource  allocation  decisions.  Apart 
from  using  the  model  to  simulate  VISN  allocations  under  various  policies,  it  can 
also  be  used  by  VISN  directors  in  making  allocations  to  facilities  and  by  VA 
headquarters  staff  in  the  allocation  adjustment,  or  supplemental  process. 

To  maintain  the  policy  relevance  of  the  model,  it  is  recommended  that  VA  refine 
the  model  on  an  ongoing  basis.  Two  possible  refinements  would  include 
incorporating  more  recent  VA  and  Medicare  data,  as  they  become  available  and 
incorporating  quality  and  access  measures  as  well. 

To  preserve  VA’s  objective  of  allocating  resources  in  as  equitable  and  simplistic  a 
manner  as  possible,  additional  analyses  are  required  to  better  understand  why 
various  adjustments  lead  to  relatively  large  swings  in  VISN  allocations  and  to 
explicate  more  clearly  the  set  of  “prices”  that  each  VISN  will  face  for  treating 
different  types  of  patients.  Over  the  next  year,  RAND  staff  will  be  working  with 
VA  to  refine  the  model  and  to  generate  insight  into  the  impact  of  controlling  for 
additional  variables  on  VISN  allocations. 

Study  Limitations:  In  reviewing  RAND’s  findings,  the  following  study 
limitations  should  be  considered: 

•  The  facility-level  data  set,  with  just  143  observations,  was  quite  small 
compared  to  the  patient-level  data  set  of  nearly  four  million  patient  records. 
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The  small  number  of  facility  observations  may  have  limited  RAND’s  ability 
to  detect  particular  effects. 

•  Although  the  analysis  generated  insight  into  factors  that  explain  variation  in 
patient-level  costs,  RAND  was  unable  to  compare,  for  example,  the  average 
cost  per  patient  to  any  sort  of  efficiency  “gold  standard.”  In  other  words, 
RAND  had  no  way  of  knowing  what  the  “right”  costs  should  be  for  any  given 
patient.  Rather,  RAND  was  able  to  compare  only  how  costs  vary  for  patients 
and  facilities  with  different  characteristics.  This  problem  is  exacerbated  by 
the  fact  that  the  necessary  data  are  not  available  to  adjust  cost  data  to  reflect 
differences  in  quality  of  care  across  facilities  and  VISNs. 

•  The  validity  of  RAND’s  analysis  ultimately  depends  to  a  great  extent  on  the 
completeness  and  quality  of  the  data  that  were  used  to  construct  the  patient 
and  facility  equations.  In  general,  RAND  found  the  patient-level  data  to  be 
quite  complete,  with  the  exception  of  certain  variables  such  as  income.  While 
RAND  did  not  attempt  to  validate  a  sample  of  the  patient  data  against  data 
drawn  from  patients’  medical  records,  they  did  conduct  a  variety  of  reliability 
and  validation  checks  using  data  from  multiple  years  on  the  same  set  of 
patients.  From  what  could  be  determined,  the  patient  level  data  appeared  to  be 
of  very  high  quality. 

•  If  VA  chooses  to  adopt  an  allocation  methodology  that  accounts  for  facility- 
level  characteristics,  such  as  RAND’s  regression/simulation  approach,  the 
quality  of  the  facility  data  collection  process  should  be  improved. 

Specifically,  the  definition  of  what  constitutes  a  facility  should  be  developed 
(e.g.,  a  management  unit  or  physical  location)  and  applied  consistently 
throughout  the  data  collection  process. 

VA  has  shared  this  study  widely  both  internally  and  externally  to  include, 

Network  Directors,  VA  and  VHA  Central  Office  Officials,  VHA  National 
Leadership  Board  Finance  Committee,  the  Senate  Appropriations  Committee 
(Chairman  and  Ranking  Member),  and  the  House  Appropriations  Committee 
(Chairman  and  Ranking  Member). 
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Section  IV 

The  Future  of  VERA 


Based  on  the  GAO  and  PricewaterhouseCoopers  LLP  evaluations,  as  well  as  VA’s 
own  internal  assessments  of  VERA,  there  are  two  areas  that  are  currently  under 
review  for  potential  changes  to  VERA  in  FY  2005  and  beyond. 

Patient  Classification 


During  FY  2003,  the  National  Leadership  Board  (NLB)  Finance  Committee  will 
continue  to  review  future  VERA  methodology  changes,  e.g.,  Diagnostic  Cost 
Groups  (DCGs),  for  potential  application  in  FY  2005.  Over  the  past  several  years, 
the  use  of  DCGs  and  risk  adjusters  have  been  studied  by  the  VHA  Houston  Center 
for  Quality  of  Care  and  Utilization  Studies,  a  VA  Health  Services  Research  and 
Development  (HSR&D)  Center  for  Excellence  and  the  VHA  Management  Science 
Group  in  Bedford,  Massachusetts,  currently  for  the  NLB  Finance  Committee  and 
previously  the  VERA  Patient  Classification  Workgroup.  The  VA-DCG  model  is 
similar  to  the  one  used  by  the  Centers  for  Medicare  and  Medicaid  Services  (CMS) 
for  its  Medicare  +  Choice  program  and  is  a  case-mix  model  that  is  based  mainly 
on  diagnosis  and  demographics  of  patients,  except  in  the  case  of  special  needs 
Complex  Care  patients,  where  case-mix  is  based  on  utilization  factors  similar  to 
the  VERA  model.  The  DCG  model,  ICD-9-CM  Diagnostic  Codes  are  used  to 
produce  545  diagnostic  groups  that  are  further  classified  into  1 1 8  Hierarchical 
Condition  Categories  (HCCs).  For  allocation  purposes,  patients  are  then  grouped 
based  on  their  predicted  expenditures  into  Diagnostic  Cost  Groups.  The  DCGs  for 
VA  purposes  contain  25  case-mix  categories  (only  24  cost  groups).  The  Houston 
Center  for  Quality  of  Care  and  Utilization  Studies  and  the  Management  Science 
Group  have  developed  modifications  to  the  current  DCG  system  using  actual  VA 
cost  data.  If  the  NLB  Finance  Committee  review  demonstrates  identifiable 
benefits,  a  DCG  or  modified  DCG  system  could  be  considered  for  the  FY  2005 
allocation  process. 

RAND  Corporation  Study 

The  FY  2003  Senate  Appropriations  Committee  report  language  has  directed  a 
Phase  III  RAND  VERA  study  that  will  provide  analyses  analogous  to  the  ones  in 
Phase  II,  using  the  most  recent  VA  and  Medicare  data.  Further,  in  Phase  III, 
RAND  will  provide  the  results  of  disaggregating  the  data  to  allow  the  examination 
of  VISN  allocations  by  selected  patient  and  facility  level  variables.  The  Senate 
Appropriations  Committee  directed  VA  to  provide  interim  reports  on  Phase  III  in 
February  2003  and  June  2003  and  a  complete  study  by  the  end  of  FY  2003. 
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Figures  are  pro-rated  person  counts  used  in  the  VERA  models. 
Note:  Numbers  may  not  add  due  to  rounding. 


Complex  Care:  VERA  Workload  FY  1997  to  FY  2003 
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Complex  Care:  Back-up  data  Group  7  -  Specialized  Care 
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Notes:  1.  All  the  workload  units  are  adjusted  for  care  provided  in  more  than  one  network. 

2.  The  5  columns  labeled  "Historical  FY  Patients"  display  the  workload  used  to  compute  the 
projected  VERA  FY  2003  Complex  Care  workload.  The  projection  inculdes  a  factor  for  age 
of  patients. 

3.  Numbers  may  not  add  due  to  rounding. 


Complex  C  are:  Back-up  data  Group  8  -  Supportive  Care 
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Notes:  1.  All  the  workload  units  are  adjusted  for  care  provided  in  more  than  one  network. 

2.  The  5  columns  labeled  "Historical  FY  Patients"  display  the  workload  used  to  compute  the 
projected  VERA  FY  2003  Complex  Care  workload.  The  projection  inculdes  a  factor  for  age 
of  patients. 

3.  Numbers  may  not  add  due  to  rounding. 


Complex  Care:  Back-up  data  Group  9  -  Chronic  Mental  Illness 
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Notes:  1.  All  the  workload  units  are  adjusted  for  care  provided  in  more  than  one  network. 

2.  The  5  columns  labeled  "Historical  FY  Patients  "  display  the  workload  used  to  compute  the 
projected  VERA  FY  2003  Complex  Care  workload.  The  projection  inculdes  a  factor  for  age 
of  patients. 

3.  Numbers  may  not  add  due  to  rounding. 


Complex  Care:  Hack-up  data  Croup  10  -  Critically  III 
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Notes:  1.  All  the  workload  units  are  adjusted  for  care  provided  in  more  than  one  network. 

2.  The  5  columns  labeled  "Historical  FY  Patients"  display  the  workload  used  to  compute  the 
projected  VERA  FY  2003  Complex  Care  workload.  The  projection  inculdes  a  factor  for  age 
of  patients. 

3.  Numbers  may  not  add  due  to  rounding. 


Total  Workload:  Back-up  Data  VERA  Workload  FY  1997  to  FY  2003 
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Note:  The  numbers  may  not  add  due  to  rounding. 


Network  Basic  and  Complex  Care  High  Cost  Patient  Allocations  in  each  of  the  10  Price  Groups  FY  2003 

(S'  in  miiiu'ns) 
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Note:  Numbers  may  not  add  due  to  rounding. 
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Note:  The  numbers  may  not  add  due  to  rounding. 


Average  High  Cost  Payments  ($000s) 

□  Average  Basic  Care  ■  Average  Complex  Care  □  Total 
$0  $10  $20  $30  $40  $50  $60  $70 


1  Boston 

2  Albany 

3  Bronx 

4  Pittsburgh 

5  Baltimore 

i  i  l 

6  Durham 

7  Atlanta 

8  Bay  Pines 

~  •  V.A^AA:.;:V  ,  -  :■  ..  '  V-,::  ■:  '  ."i-  ^  '  A  ' 

9  Nashville 

.  .  . .  .  . ..i 

10  Cincinnati 

1 1  Ann  Arbor 

12  Chicago 

15  Kansas  City 

16  Jackson 

17  Dallas 

18  Phoenix 

19  Denver 

20  Portland 


21  San  Francisco 

22  Long  Beach 

23  Minneapolis 

. . . .  ....  ..  . . . .  . .  .  . i 

VHA  Totals 

- - - - - : - j 

wyw  Ml  M  Mil  HI  III  lilLmrarasi mmiasMasiim  :d bzms  M  hmhmmh 
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Workload  Based  Funding 
Distribution  of  $17,542  Billion 


10  Critically  D1 
9  Chronic  Mental 


Illness 

8  Supportive  (fare 
10% 

7  Specialized  Care 
5% 


1  Non  Reliant 
including  Non 

Vested 

1% 

2  Basic  Medical 

23% 

3  Mental  Health 

6% 


4  Heart  and  Lung 


6  Multiple  Problem 
19% 


5  Oncology 
5% 


17% 


High  Cost  Patient  Funding 
Distribution  of  $1,395  Billion 
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including  Non  3% 

Vested 


3  Mental  Health 
0% 


4  Heart  and  Lung 
4% 


9  Chronic  Mental  8  Supportive  Care 

Illness  22% 

15% 
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Note:  Numbers  may  not  add  due  to  rounding. 

FY  2002  General  Purpose  includes  VERA  adjustment  for  four  networks,  as  well  as  all  supplemental,  World  Trade  Center  Funding 
for  VI SN  3,  and  the  Operational  Shortfall  for  VISN  1. 
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national  average,  their  proportion  of  Complex  Care  patients  to  Basic  Care  patients  is  higher  than  average. 


Percent  Variation  from  National  Average:  VERA  Network 
Average  Price  including,  caps  and  adjustments 
FY  1997  to  FY  2003 


-30% 

1  Boston 

2  Albany 
3  Bronx 

4  Pittsburgh 
5  Baltimore 

6  Durham 

7  Atlanta 

8  Bay  Pines 

9  Nashville 
10  Cincinnati 

11  Ann  Arbor 
12  Chicago 
15  Kansas  City 
16  Jackson 
17  DaUas 

18  Phoenix 

19  Denver 
20  Portland 

21  San  Francisco 

22  Long  Beach 

23  Minneapolis 


-20%  -10%  0%  10%  20% 


30%  40% 


□  FY  1997  % 
Variation 
from  National 
Average  Price 

□  FY  1998  % 
Variation 
from  National 
Average  Price 

■  FY  1999  % 
Variation 
from  National 
Average  Price 

■  FY  2000  % 
Variation 
from  National 
Average  Price 

□  FY  200 1  % 
Variation 
from  National 
Average  Price 

■  FY  2002  % 
Variation 
from  National 
Average  Price 

□  FY  2003  % 
Variation 
from  National 
Average  Price 


K 


50% 
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Network  Percent  Variation  frc 

and  adju< 

»ni  VERA  National  Average  Price,  inc 
itments,  FY  1997  to  FY  2003 

luding  caps 

FY  1997 

% 

FY  199, 

% 

8  FY  1999 

% 

FY  2000 

% 

FY  2001 

% 

FY  20< 

% 

32 

FY  2003 

% 

Variation 

Variation  Variation 

Variation 

Variation 

Variation 

Variation 

from 

from 

from 

from 

from 

from 

from 

National 

National  National 

National 

National 

National 

National 

Average 

Average  Average 

Average 

Average 

Average 

Average 

Network 

Price 

Price 

Price 

Price 

Price 

Price 

Price 

1  Boston 

16.9% 

10.9% 

6.5% 

5.0% 

9.9% 

12.9% 

10.9% 

2  Albany 

15.0% 

9.5% 

5.5% 

4.7% 

2.5% 

-0.5% 

-1.0% 

3  Bronx 

43.2% 

38.3% 

35.4% 

23.9% 

20.6% 

27.4% 

29.9% 

4  Pittsburgh 

13.9% 

9.1% 

-0.5% 

-6.1% 

-7.4% 

-9.1% 

-5.9% 

5  Baltimore 

1.4% 

4.5% 

6.8% 

10.4% 

14.2% 

14.3% 

12.2% 

6  Durham 

-7.1% 

-8.3% 

-8.0% 

-6.4% 

-4.4% 

-3.3% 

-1.2% 

7  Atlanta 

-8.6% 

-5.2% 

-2.3% 

-2.4% 

-2.5% 

-2.3% 

-5.2% 

8  Bay  Pines 

-12.6% 

-9.3% 

-8.1% 

-3.1% 

-4.8% 

-6.3% 

-9.5% 

9  Nashville 

-3.0% 

-3.1% 

-4.6% 

-5.7% 

-7.6% 

-8.0% 

-8.0% 

10  Cincinnati 

-0.9% 

0.3% 

-1.9% 

-3.8% 

-4.9% 

-0.6% 

5.1% 

1 1  Ann  Arbor 

2.0% 

-3.4% 

-0.3% 

-2.0% 

0.7% 

-1.5% 

0.5% 

12  Chicago 

19.0% 

15.6% 

14.6% 

10.9% 

12.1% 

12.9% 

19.8% 

15  Kansas  City 

-3.6% 

-2.8% 

-3.5% 

-4.9% 

-5.9% 

-5.0% 

-8.4% 

16  Jackson 

-18.4% 

-14.1% 

-10.9% 

-8.4% 

-10.0% 

-10.6% 

-8.6% 

17  Dallas 

-9.5% 

-5.1% 

-4.4% 

-1.0% 

-3.3% 

-3.9% 

-5.3% 

1 8  Phoenix 

-19.9% 

-17.9% 

-16.4% 

-8.0% 

-9.2% 

-10.9% 

-11.8% 

19  Denver 

-9.7% 

-8.1% 

-8.7% 

-7.2% 

-7.1% 

-6.4% 

-7.6% 

20  Portland 

-7.3% 

-3.7% 

-0.8% 

2.6% 

1.4% 

0.5% 

-1.0% 

21  San  Franciscc 

12.2% 

11.5% 

13.6% 

12.7% 

14.2% 

14.2% 

15.6% 

22  Long  Beach 

4.9% 

5.3% 

3.8% 

0.9% 

1.5% 

2.5% 

6.3% 

23  Minneapolis 

2.2% 

-1.4% 

2.8% 

2.8% 

9.6% 

6.7% 

0.5% 

VHA  Totals 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

84 


Allocations  and  Receipts  include  funds  for  special  programs  and  facility  maintenance 

(Dollars  in  millions) 
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Appendix  2 


The  Veterans  Integrated  Service  Networks 
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Network 

States 

1  Boston 

Massachusetts,  Connecticut,  Maine,  New 

Hampshire,  Rhode  Island,  Vermont 

2  Albany 

New  York 

3  Bronx 

New  York,  New  Jersey 

4  Pittsburgh 

Pennsylvania,  Delaware,  West  Virginia 

5  Baltimore 

Maryland,  District  of  Columbia,  West  Virginia 

6  Durham 

North  Carolina,  Virginia,  West  Virginia 

7  Atlanta 

Georgia,  Alabama,  South  Carolina 

8  Bay  Pines 

Florida,  Puerto  Rico 

9  Nashville 

Tennessee,  Kentucky,  West  Virginia 

10  Cincinnati 

Ohio 

1 1  Ann  Arbor 

Michigan,  Illinois,  Indiana 

12  Chicago 

Illinois,  Michigan,  Wisconsin 

15  Kansas  City 

Missouri,  Illinois,  Kansas 

16  Jackson 

Mississippi,  Arkansas,  Louisiana,  Oklahoma,  Texas 

17  Dallas 

Texas 

18  Phoenix 

Arizona,  New  Mexico,  Texas 

19  Denver 

Colorado,  Montana,  Utah,  Wyoming 

20  Portland 

Oregon,  Alaska,  Idaho,  Washington 

21  San  Francisco 

California,  Hawaii,  Nevada,  Philippines 

22  Long  Beach 

California,  Nevada 

23  Minneapolis 

Minnesota,  North  Dakota,  South  Dakota,  Nebraska, 

Iowa 

87 


27  Veterans  Integrated  Service  Networks 
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Appendix  3 


History:  Previous  Allocation  Models,  Changes  to  VERA,  Results,  VERA 
Supplemental  Adjustments  and  Previous  Assessments 
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Previous  Allocation  Models 


Since  1985,  VA  has  used  four  funding  allocation  systems,  including  VERA. 

These  systems  are  briefly  discussed  below.  In  general,  the  previous  VA  funding 
allocation  systems  perpetuated  funding  imbalances  across  the  country,  and  they 
were  too  complex.  This  led  to: 

•  dollars  being  spent  inefficiently  in  some  facilities,  resulting  in  limited  access 
and  services  at  other  facilities,  and 

•  loss  of  credibility  because  the  systems  were  too  difficult  to  understand. 

Resource  Allocation  Methodology  (1985  -  1990) 

From  FY  1985  to  FY  1990,  VA  operated  a  Diagnosis  Related  Groups  (DRG)- 
based  Resource  Allocation  Methodology  (RAM).  RAM  made  retrospective 
adjustments  to  a  facility’s  current  year  operating  budget  based  on  2-year  old 
workload  and  performance  data.  The  RAM  system  rewarded  facilities  for 
performing  as  many  medical  procedures  as  possible.  Under  RAM,  VA  medical 
centers  had  incentives  to  perform  work  beyond  their  resources  because  increases 
in  the  number  of  patients  treated  or  procedures  performed  resulted  in  increased 
funding. 

Resource  Planning  and  Management  (1990  -  1996) 

During  the  late  summer  1990,  VA  began  moving  to  a  new  prospective,  patient- 
based  system  along  the  lines  of  what  private-sector  health  care  was  doing.  The 
private  sector  was  increasing  the  emphasis  on  primary  care  and  preventive 
services,  shifting  medical  and  surgical  treatment  from  inpatient  to  ambulatory 
settings,  reducing  lengths  of  hospital  stays,  and  adopting  a  managed  care  approach 
to  the  operation  of  large  health  care  organizations.  VA’s  patient-based  resource 
allocation  system,  known  as  Resource  Planning  and  Management  (RPM),  was 
initiated  for  budget  allocation  purposes  in  FY  1994  and  modified  for  use  in 
FY  1995,  based  upon  refinements  suggested  from  operational  experience  and 
clinical  input. 

The  system  was  highly  complex.  In  the  end,  the  model  and  the  process  to 
negotiate  final  budget  allocations  proved  to  be  too  complex  and  onerous  to 
effectively  and  credibly  allocate  resources.  In  addition,  RPM  was  not  created  to 
fund  all  facilities  at  a  nationally  adjusted  average  price.  This  perpetuated  the 
inequities  in  funding,  efficiency,  and  access  that  already  existed  in  the  VA  health 
care  system. 
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Even  though  the  old  systems  were  not  used  to  shift  resources  across  the  country  to 
correct  funding  imbalances,  the  data  available  from  these  systems  demonstrated 
that  such  shifts  were  needed.  For  example,  if  RAM  had  been  allowed  to  run 
without  limits  or  caps,  the  systemwide  shifting  of  dollars  would  have  been  more 
than  $200  million  in  any  one  year. 

Blended  Rates  (1996  -  First  step  to  national  adjusted  prices) 

During  FY  1996,  under  a  methodology  known  as  “blended  rates”,  VA  made  an 
initial  move  toward  a  national  pricing  system  by  combining  the  local  VA  medical 
center’s  historical  costs  with  the  national,  network  and  peer  group  facility  cost. 

For  transition  in  FY  1996,  the  blend  of  the  rate  structure  was  heavily  weighted 
toward  facilities’  historical  costs  -  that  is,  the  FY  1996  blend  was  weighted  at  70% 
for  the  facility  rate  and  only  20%  for  the  national  rate.  The  peer  group  and 
network  rates  were  5%  each. 

In  FY  1996,  the  blended  rates  model  called  for  a  shift  of  $150  million  from  high- 
cost  networks  to  low-cost  networks;  however,  due  to  the  system’s  instability 
during  network  formation  and  development,  reserve  funds  were  used  to  minimize 
the  shift  among  networks.  The  net  effect  of  the  shift  of  resources  systemwide  in 
FY  1996  was  approximately  $23  million. 

Measuring  Funding  Imbalances 

In  simple  terms,  “funding  imbalances”  or  “funding  inequities”  occur  when  one 
network  has  more  funding  than  another  network,  after  adjusting  for  labor  and 
other  uncontrollable  costs,  and  patient  workload.  In  1996,  GAO  noted,  “While 
considerable  numbers  of  veterans  have  migrated  to  southeastern  and  southwestern 
states,  there  was  little  shift  in  VA  resources.  As  a  result,  facilities  mainly  in  the 
eastern  states  were  more  likely  to  have  adequate  resources  to  treat  all  veterans 
seeking  care  than  other  facilities.” 

The  historic  funding  imbalances  can  be  measured  through  various  indicators  of 
resource  consumption.  Those  data  include  total  costs  per  patient,  number  of  staff 
per  patient,  and  bed  days  of  care  per  patient.  Some  of  these  measures  are 
presented  in  Figure  9  on  page  92. 

Figure  9  shows  that  in  several  critical  indicators  of  resource  consumption,  the 
Boston,  Albany,  Bronx,  Pittsburgh  and  Chicago  Networks  (Networks  1,  2,  3,  4  and 
12)  significantly  exceeded  the  VA  national  averages.  Networks  13  and  14  were 
not  consolidated  until  FY  2002.  These  per  patient  indicators  show  that  these 
networks  were  higher  in  total  costs,  total  staff,  physician  staff,  nurse  staff,  and  bed 
days  of  care. 
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Figure  9:  Historic  resource  consumption  per  patient 
(Based  on  FY  1995  data) 
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□  Total  Cost  per  patient  ■  Total  FTE  /pt  □  MD  FTE  /pt  E  nurse  FTE  /  pt  ■  Bed  Days  of  Care 


The  funding  imbalances  that  were  perpetuated  by  the  old  systems  were  also 
recognized  by  GAO  in  a  report  to  Congress  in  February  1996.  GAO  concluded 
that  “the  [old]  resource  allocation  system  .  . .  produces  data  that  point  to  potential 
inequities  so  that  VA  can  better  link  resources  to  facility  workloads.  However, 
VA  has  not  yet  used  the  system  for  this  purpose."  As  a  result,  GAO  also 
concluded  that  “inconsistencies  remain  in  veterans'  access  to  care  across  the  VHA 
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system.”  They  noted  “the  facilities  in  the  eastern  states  were  more  likely  to  have 
adequate  resources  to  treat  all  veterans  seeking  care  than  other  facilities  and,  the 
[RPM]  system  does  not  distinguish  between  facilities’  discretionary  and 
mandatory  workload.”  The  report  recommended  that  VA  pursue  its  plans  to 
improve  the  equity  of  its  allocations,  and  stated:  “We  considered  the  following 
two  elements  to  be  characteristics  of  an  equitable  system: 

•  It  provides  comparable  resources  for  comparable  workload. 

•  It  provides  resources  so  that  veterans  within  the  same  priority  categories  have 
the  same  availability  of  care,  to  the  extent  practical,  throughout  the  VA  health 
care  system.” 

GAO  reviewed  the  projected  change  in  veteran  population  by  state,  1989  to  2000, 
and  noted  that  “although  the  overall  veteran  population  has  decreased,  veterans 
have  been  migrating  from  northeastern  and  midwestem  states  to  southeastern  and 
southwestern  states.” 

GAO  recognized  that  while  VA  had  been  advancing  its  workload  and  expenditure 
measurement  analysis  capability,  it  had  not  moved  forward  aggressively  in  the 
past  with  RAM  and  RPM  to  implement  the  full  impact  of  the  resource  allocation 
changes  that  these  systems  demonstrated.  As  a  result,  the  old  systems  perpetuated 
funding  imbalances  across  the  country  in  the  VA  system. 

VERA  1997  to  Present 


Network  allocations  under  VERA  are  made  in  a  manner  that  recognizes  there  are 
legitimate  and  unavoidable  variances  among  networks  in  the  costs  of  providing 
care.  These  variances  include  the  health  care  needs  of  our  patients,  the  cost  of 
labor  in  different  parts  of  the  country,  and  the  level  of  support  devoted  to  our 
research  and  education  missions.  The  complexities  of  the  veterans’  health  care 
system  are  discussed  on  page  1 .  The  VERA  system  addresses  these  complexities 
and,  as  a  result,  each  network’s  average  price  will  vary  from  the  national  average. 
VERA  only  indicates  the  need  for  funding  shifts  when  high  or  low  network  costs 
are  not  explained  by  the  system’s  complexities.  Figure  5  on  page  28  shows  the 
projected  average  price  each  network  is  paid  under  the  VERA  model  in  FY  2003. 
Figure  8  on  page  37  shows  the  overall  result  from  FY  1996  to  FY  2001  on  how 
total  available  funds  (i.e.,  VERA  allocations,  specific  purpose  allocations, 
collection  revenues,  and  reimbursements)  were  spent,  that  is,  the  percent  variance 
from  the  national  average  for  each  network’s  total  dollars  per  patient  in 
FYs  1996-2001. 

VERA  also  accounts  for  veterans  who  receive  care  in  more  than  one  network 
during  the  year  -  i.e.,  veterans  who  receive  “care  across  networks”.  This  includes 
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the  veterans  who  are  commonly  known  as  “snowbirds".  Network  budgets  are 
adjusted  based  on  the  historical  usage  patterns  and  costs  for  these  veterans  in  more 
than  one  network. 

In  addition  to  adjustments  for  labor,  contracts,  care  in  more  than  one  network,  and 
the  highest  cost  patients,  VERA  adjusts  for  four  other  factors:  research  support, 
education  support,  equipment,  and  non-recurring  maintenance.  These  adjustments 
recognize  that  the  level  of  research  and  education  support,  as  well  as  the  need  for 
equipment  and  non-recurring  maintenance,  is  not  the  same  among  the  networks. 
VERA  begins  with  the  Basic  Care  and  Complex  Care  prices  and  adjusts  each 
network’s  budget  for  the  components  discussed  above.  As  a  result,  each  network 
receives  a  budget  that  recognizes  its  individual  characteristics. 

Goals  of  VERA 


VERA  was  created  to  address  the  problems  of  the  previous  systems  and  support 
VA’s  goals  of: 

•  treating  the  greatest  number  of  veterans  having  the  highest  priority  for  health 
care, 

•  allocating  funds  fairly  according  to  the  number  of  veterans  having  the  highest 
priority  for  health  care, 

•  recognizing  the  special  health  care  needs  of  veterans, 

•  creating  an  understandable  funding  allocation  system  that  results  in  having  a 
reasonably  predictable  budget, 

•  aligning  resource  allocation  policies  to  the  best  practices  in  health  care, 

•  improving  the  accountability  in  expenditures  for  research  and  education 
support,  and 

•  complying  with  the  congressional  mandate. 

VERA  achieves  these  objectives  and,  at  the  same  time,  strikes  a  balance  between 
simplifying  resource  allocation  and  recognizing  the  complexities  of  the  veterans’ 
health  care  system.  For  example,  the  VERA  methodology  recognizes  that  VA 
treats  two  general  sets  of  patients  -  those  with  “routine"  health  care  needs  (Basic 
Care)  and  those  with  complex  and  typically  chronic  health  care  needs  (Complex 
Care).  Examples  of  Complex  Care  include  spinal  cord  injury,  long-term  care, 
blind  rehabilitation,  chronic  mental  illness,  end  stage  renal  disease,  and  advanced 
AIDS. 
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Changes  to  VERA  FY  1998  to  FY  2002 


There  were  no  significant  VERA  changes  from  FY  1997  to  1998.  In  FY  1999,  the 
following  changes  were  made  to  the  VERA  model.  A  second  lower-cost  Basic 
Care  classification  category  for  single  outpatient  visits  was  established.  What  was 
formerly  known  as  Special  Care  was  renamed  “Complex”  Care.  Funding  to 
support  Research  was  based  on  a  new  formula  that  rewarded  VA  administered 
research.  Equipment  and  NRM  formulas  began  changing  in  a  phased  manner  to 
more  fully  utilize  patient  care  workload  (Basic  and  Complex  Care)  as  the  basis  of 
those  models.  The  geographic  price  adjustment  was  changed  to  use  the  most 
recent  and  accurate  data  available  to  properly  reflect  the  considerable  efforts  to 
manage  their  manpower  expenditures.  To  that  end,  the  labor  index  in  the  FY  1999 
VERA  model  was  based  on  the  most  recent  pay  periods  during  FY  1998.  Also  in 
FY  1999,  the  geographic  price  adjustment  did  not  include  the  effect  of  holiday, 
standby  and  overtime  pay  that  reflected  more  truly  the  network’s  controllable 
workload. 

History  of  Single  Visit,  Non-Vesting  and  Vesting  in  Basic  Care:  Figure  10 
shows  the  Basic  single  outpatient  visit  patients  who  used  VA  one  time  between 
FY  1995  and  FY  1997,  as  a  percentage  of  Basic  Care  workload  during  this  period. 
Networks  13  and  14  were  not  consolidated  until  FY  2002.  This  is  consistent  with 
the  Basic  single  outpatient  visits  and  Basic  Care  workload  presented  in  the 
FY  1999  VERA  book.  Figure  10  depicts  that  Networks  4  and  10  had  a 
significantly  higher  percentage  of  Basic  single  outpatient  visits  (both  16.2%) 
compared  to  the  system  wide  average  of  10.62%.  If  this  trend  continued,  or 
increases  of  this  nature  throughout  the  system  were  unchecked,  they  would  pull 
funding  away  from  more  expensive  Basic  Care  workload.  There  was  concern  that 
the  Basic  single  outpatient  visits  should  not  be  funded  at  the  national  Basic  Care 
price  because  that  would  provide  financial  incentives  to  see  relatively  healthy 
patients  only  once  at  the  expense  of  more  appropriate  activities.  Therefore,  for 
FY  1999,  a  new  price  group  was  established  for  Basic  single  outpatient  visits,  with 
a  national  price  per  patient  based  on  cost.  The  national  Basic  single  outpatient 
visit  price  for  FY  1999  was  $66.  For  the  FY  2000  allocation,  VHA  established 
criteria  for  a  vested  patient  even  with  one  visit,  and  those  patients  are  funded  at  the 
full  Basic  Vested  Care  price. 
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Figure  10:  Basic  Single  Outpatient  Visits  as  Percent 
of  3-Year  Basic  Workload,  by  Network, 

FY  1995-  FY  1997 


18 


Network 


In  FY  2000,  the  Basic  Care  group  was  divided  into  two  sub-components:  Basic 
Vested  Care  and  Basic  Non-Vested  Care.  Basic  Vested  Care  patients  are  those 
who  rely  on  VA  for  their  care.  Basic  Non-Vested  Care  patients  are  those  who  use 
some  VA  health  care  services  but  are  less  reliant  on  the  VA  system.  This  process 
replaced  the  Basic  Care  single  outpatient  visit  distinction  that  was  used  in  the 
FY  1999  allocation.  Instead  of  identifying  the  low  cost  Basic  Care  price  group 
strictly  on  utilization  (one  outpatient  visit  during  the  three  year  period),  the 
intention  was  to  identify  the  patients  who  were  likely  to  have  limited  use  of  the 
VA  in  the  future,  the  Basic  Care  non-vested  patients.  A  patient  is  considered 
vested  in  the  veterans’  health  care  system  if  the  patient  used  inpatient  services  or 
received  an  appropriate,  detailed  medical  evaluation  during  the  past  three  years. 
This  medical  evaluation  is  determined  through  the  presence  of  an  appropriate  CPT 
code.  By  applying  relevant  CPT  codes  to  outpatients  seen  in  Fiscal  Years  1996, 
1997,  and  1998,  and  counting  the  inpatients  for  those  same  years,  vested  patients 
were  identified  for  the  FY  2000  VERA. 

Figure  1 1  depicts  the  percent  of  the  Basic  Care  patients  for  each  network  who  are 
single  outpatient  visits,  and  those  who  are  non-vested  using  the  new  definition  for 
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the  time  period  FY  1996  through  FY  1998.  Networks  13  and  14  were  not 
consolidated  until  FY  2002.  It  shows  that  for  this  time  period,  nationally,  1 1.6% 
of  the  Basic  patients  were  single  outpatient  visits  (seen  only  once  in  the  three-year 
period),  and  18.1%  of  the  Basic  Care  patients  were  non-vested.  There  are 
differences  among  networks  in  the  percent  of  single  outpatient  visits  or  non-vested 
Basic  Care  patients.  Networks  4  and  10  had  a  significantly  higher  percentage  of 
Basic  single  outpatient  visits.  They  also  have  the  highest  percents  for  the  Basic 
Non-Vested  patient  counts.  Generally,  networks  that  had  a  relatively  high 
percentage  of  single  outpatient  visits  also  have  a  relatively  high  percentage  of  non- 
vested  patients.  The  price  for  the  Basic  Care  non-vested  patients  is  based  on  costs, 
consistent  with  the  methodology  used  to  establish  the  FY  1999  price  for  the  single 
outpatient  visits.  The  national  Basic  Care  non-vested  price  for  FY  2000  was  $105. 


Figure  11:  Basic  Single  Outpatient  Visits  and  Non-Vested  Workload  as  Percent  of 
3-Year  Basic  Workload,  by  Network,  FY  1996  -  FY  1998 


30 


□  Single  Visit 


■  Non-Vested 


C 

0> 

u 

u 

CU 


Network 


Totals 


Figure  12  shows  the  percent  of  Basic  Non-Vested  as  a  percent  of  total  Basic  Care 
workload  by  network  for  the  three-year  VERA  time  periods  for  FY  2000 
(FY  1996  through  FY  1998),  FY  2001  (FY  1997  through  FY  1999),  FY  2002 
(FY  1998  through  FY  2000)  and  FY  2003  (FY  1999  through  FY  2001).  It  shows 
for  these  time  periods,  nationally,  the  Basic  Non-Vested  workload  decreased  from 
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18.1%  to  12.1%  to  10.9%  to  8.8%.  For  the  FY  2003  VERA  time  period 
Networks  4  (12.8%)  and  10  (10.1%),  while  decreasing  their  percentage  of  Basic 
Non-Vested  workload  from  the  FY  2002  time  period,  continue  to  have  a  higher 
than  average  percentage  than  all  the  other  networks  with  the  exception  of  Network 
23  (second  highest  for  FY  2003  at  11.1%)  and  Network  22  (third  highest  for 
FY  2003  at  10.3%). 


Figure  12:  Non-Vested  Workload  as  Percent  of  3-Year  Basic  Workload,  by  Network 

□  VERA  FY  2000  Non-Vested  Workload  (FY96  -  FY98)  (Average  18.1%) 

■  VERA  FY  2001  (FY97  -  FY99)  (National  Average  12.1%) 

□  VERA  FY  2002  (FY98  -  FY00)  (National  Average  10.8%) 

□  VERA  FY  2003  (FY99  -  FY01)  (National  Average  8.76%) 


I  2  3  4  5  6  7  8  9  10  II  12  15  16  17  18  19  20  21  22  23  VHA 

Tool* 


Network 


FY  2000  Patient  Classification  Workload  Changes:  In  the  spring  of  1998,  the 
VHA  CFO  established  the  VERA  Patient  Classification  Workgroup.  The  mission 
of  this  workgroup  was  to  review  the  patient  classification  structure  and 
recommend  improvements  as  needed.  When  the  workgroup  began,  there  were  25 
Basic  Care  Group  classes  and  29  Special  Care  Group  classes,  with  a  VERA  price 
in  the  allocation  system  for  each  of  the  two  groups.  As  a  result  of  their  review,  in 
FY  2000  there  were  18  Basic  Care  classes,  and  24  Complex  Care  classes  (in 
FY  2003  this  has  changed  to  21  Basic  Care  classes  and  26  Complex  Care  classes) 
in  the  VERA  methodology.  The  workgroup  recommended  the  following  series  of 
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patient  classification  workload  refinements  that  were  approved  for  implementation 
beginning  in  the  FY  2000  allocation  process. 

1 .  The  four  Transplant  VERA  Classes,  (Heart/Lung,  Liver,  Kidney,  and  Bone 
Marrow)  were  combined  into  one  class,  and  this  class  was  revised  from  a 
one-year  designation  to  a  three-year  designation.  The  move  to  a  three-year 
designation  recognized  the  extreme  high  cost  of  transplants  that  continues 
beyond  the  initial  procedure  year. 

2.  Compensation  and  Pension  (C&P)  Exam  patients  are  funded  workload  in 
VERA,  with  assignment  to  the  VERA  Price  Group  indicated  by  their  levels 
of  care  and  the  title  of  the  VERA  Class  “One  Administrative  Visit”  was 
changed  to  “Compensation  and  Pension  Exams.” 

3.  The  Blind  Rehabilitation  VERA  Patient  Class  was  converted  from  a  three- 
year  designation  to  a  one-year  designation.  This  was  done  because  the 
average  cost  of  caring  for  a  Blind  Rehabilitation  patient  declines 
significantly  after  the  first  year  and  the  cost  in  the  following  years  is  not 
necessarily  associated  with  the  treatment  provided  in  a  Blind  Rehabilitation 
center  or  the  patient’s  blind  condition. 

4.  The  VERA  Patient  Class,  “End  Stage  Renal  Disease,  (ESRD)  -  Home 
Care,”  was  combined  with  the  ESRD  Class,  and  contract  workload  for 
patients  in  this  class  is  now  captured  for  VERA  funding. 

5.  Collateral  Visits  are  no  longer  funded  in  VERA.  In  prior  years  a  collateral 
(someone  associated  with  a  veteran  receiving  VA  health  care)  visit  was 
counted  and  included  in  some  cases  as  Complex  Care  workload.  Now 
collateral  visits  do  not  qualify  as  VERA  workload. 

6.  All  workload  associated  with  Home  Care  is  considered  the  same  without 
regard  to  provider  source  or  designation. 

7.  The  four  HIV/AIDS  classes  were  redefined  into  two  classes:  one  for 
Complex  Care  related  to  infection  or  malignancy  (current  Category  4 
definition)  and  patients  who  are  on  specific  antiretroviral  HIV  medications; 
and  one  for  Basic  Care  (all  other  HIV  cases). 

8.  All  VERA  outpatient  classes  were  eliminated  (High  Medical,  High 
Rehabilitation,  Standard  Outpatient,  Standard  Outpatient  greater  than  12 
visits,  and  Day  Psychiatry  Care),  and  those  patients  are  now  assigned  to  one 
of  the  remaining  VERA  classes. 
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9.  The  VERA  patient  class  “Alcohol  and  Drug  Abuse”  was  renamed 
“Addictive  Disorders.” 

FY  2001  Patient  Classification  Workload  Changes:  The  following  two  patient 
classification  workload  refinements  were  approved  for  implementation  in  the 
FY  2001  allocation  process. 

Since  the  beginning  of  the  VERA  methodology,  the  Complex  Care  patient 
workload  has  been  calculated  in  part  by  using  a  veteran  population  factor, 
historical  experience,  and  age.  Because  the  veteran  population  is  declining,  and 
VA  market  share  is  increasing,  the  forecast  based  on  veteran  population  trends 
predicts  declines  in  workload  numbers  when  in  fact,  workloads  are  rising  or 
remaining  somewhat  stable  overall.  Therefore,  beginning  in  FY  2001,  the 
Complex  Care  projection  methodology  in  VERA  was  changed  to  delete  the 
veteran  population  factor  from  the  calculation.  It  is  now  based  on  historical 
experience  and  the  impact  of  age. 

Hepatitis  C  virus  infection  is  now  recognized  as  a  serious  national  problem  and  is 
more  prevalent  in  the  veteran  population.  Hepatitis  C  is  a  complicated  condition 
that  requires  a  high  demand  on  staff  and  in  cases  of  active  treatment,  has  a  high 
drug  cost.  In  FY  2001  VERA  patient  classes  for  hepatitis  C  patients  were 
developed  at  the  Basic  and  Complex  Care  levels  and  are  based  on  appropriate 
diagnosis  and  active  drug  therapy. 

Geographic  Price  Adjustment  and  FY  2000  -  FY  2002  Changes  in  the 
Adjustment:  VERA  also  recognizes  that  the  national  prices  do  not  account  for 
some  geographic  differences  in  the  cost  of  providing  health  care  that  are  not  under 
the  control  of  network  and  local  management.  VA  examined  numerous  factors  in 
this  regard  and  determined  that  an  adjustment  for  the  cost  of  labor  was  needed. 

The  labor  adjustment  increases  or  decreases  the  network  budgets  depending  on  the 
wages  the  network  must  pay  its  employees  in  its  part  of  the  country.  Other  factors 
such  as  energy  costs,  age  of  patients,  and  cost  of  drugs  were  evaluated  and  found 
to  be  insignificant  in  terms  of  variance  across  networks. 

For  the  FY  2000  network  allocations  the  geographic  salary  adjustment  was 
changed  to  adopt  the  labor  index  methodology  recommended  by 
PricewaterhouseCoopers  LLP  in  the  Veterans  Equitable  Resource  Allocation 
Assessment  Final  Report.  This  methodology  differed  from  the  previous 
methodology  in  that  it  used  a  national  market  basket  approach  in  the  formula  to 
create  the  index,  instead  of  network  level  staffing  patterns.  By  using  national  data, 
the  index  formula  does  not  intermingle  staffing  differences  with  salary  variables. 
Therefore,  the  index  is  generated  based  upon  the  specific  differences  in  labor  cost. 
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For  the  FY  2001  network  allocations,  the  computation  of  the  geographic  price 
adjustment  was  modified  to  reflect  the  resource  intensity  of  Complex  Care 
patients.  The  adjustment  was  computed  using  the  personnel  salary  dollars 
expended  in  FY  1999.  These  salary  dollars  were  used  in  a  formula  that  accounts 
for  two  network-level  factors:  patients  treated  and  the  geographic  differences  in 
labor  costs.  The  network-level  differences  in  labor  costs  are  measured  by  a  labor 
index  that  quantifies  the  difference  between  a  network’s  salary  costs  and  the 
national  average  salary  costs.  In  FY  2001,  the  process  for  computing  the  labor 
index  remained  the  same  as  in  FY  2000,  using  a  standard  market  basket  approach. 
The  adjustment  formula,  however,  was  modified  to  account  for  the  resource 
intensity  of  caring  for  Complex  Care  patients  by  weighting  Complex  Care  patients 
based  on  their  relative  cost.  Analysis  revealed  that  it  is  approximately  10  times 
more  costly  to  care  for  Complex  Care  patients  as  compared  to  Basic  Vested 
patients.  These  costs  differences  are  attributed  to  the  more  costly  staff  mix 
required  to  care  for  Complex  Care  patients. 

Two  geographic  price  adjustments  were  approved  for  the  FY  2002  allocation 
process  to  account  for  local  cost  of  living  factors  associated  with  procuring 
contracted  labor  and  non-labor  contracted  goods  such  as  energy-related  products, 
utilities  and  provisions.  The  existing  VERA  labor  adjustment  methodology  is  now 
applied  to  the  cost  of  contracted  labor  and  non-labor  goods.  These  adjustments 
account  for  expenses  caused  by  geographic  cost  factors  that  are  beyond  a 
network’s  immediate  control. 

FY  2002  Patient  Classification  Workload  Changes:  The  following  three  patient 
classification  workload  refinements  were  implemented  in  the  FY  2002  allocation 
process. 

1 .  The  requirement  for  having  twice  as  many  days  in  a  long  term  care  setting  as 
in  an  acute  care  setting  to  meet  the  Complex  Care  pricing  group  was 
eliminated.  This  requirement  was  designed  to  encourage  minimum  acute  care 
days,  but  now  is  eliminating  otherwise  qualifying  patients  from  the  Complex 
Care  designation  because  of  their  acute  stays.  Patients  requiring  both  acute 
and  long  term  care  inpatient  stays  can  now  qualify  for  Complex  Care  without 
this  limiting  factor  provided  that  they  meet  the  criteria  for  at  least  one  Complex 
Care  patient  group. 

2.  The  annual  bed  days  of  care  criteria  to  qualify  for  the  Complex  Care  pricing 
group  in  long  term  residential  care  patient  classes  changed  as  follows: 

•  The  number  of  care  days  needed  for  residential  care  programs,  including 
Domiciliary,  is  set  at  91  days.  Programs  such  as  Compensated  Work 
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Therapy  (CWT),  Psychiatric  Residential  and  Rehabilitation  Treatment 
Program  (PRRTP)  will  require  91  days  as  well. 

•  The  number  of  care  days  needed  for  long-term  psychiatry  is  set  at  41  days 
for  all  major  mental  health  classes.  Previously  the  bed  days  of  care 
requirement  ranged  from  60  to  90  bed  days  of  care. 

•  The  Complex  Care  patient  class  length  of  stay  criteria  for  substance  abuse 
will  remain  unchanged  at  180  days. 

•  The  number  of  care  days  needed  to  meet  Complex  Care  criteria  for  VHA 
nursing  home  and  intermediate  care  is  fixed  at  3 1  days,  regardless  of  all 
other  acute  hospitalization. 

3.  A  new  Complex  Care  class  was  established  for  patients  actively  participating 
in  the  Mental  Health  Intensive  Case  Management  Program  (MHICM),  with  a 
minimum  of  41  visits  recorded.  Such  patients  are  considered  as  Chronically 
Mentally  Ill  (CMI)  patients  for  future  recording  and  reporting. 

Decision  Support  System  (DSS):  The  DSS  was  designated  as  VHA’s  patient 
cost  assignment  system.  For  this  reason,  VA  uses  DSS  cost  data  as  the  basis  for 
VERA  allocations.  To  transition  from  the  previous  Cost  Distribution  Report  to 
DSS,  the  VHA  Chief  Financial  Officer  established  a  workgroup  to  analyze  DSS 
outputs  and  VERA  inputs  to  ensure  an  effective  transition  in  the  use  of  DSS  to 
develop  future  VERA  allocations.  DSS  cost  data  became  the  basis  for  VERA 
allocations  beginning  in  FY  2002. 

VERA  Changes  Not  Approved  for  FY  2002:  There  were  two  additional 
changes  recommended  for  FY  2002  implementation  but  which  were  not  approved 
by  the  Under  Secretary  for  Health.  The  first  change  was  to  include  Priority  7C 
veterans  in  the  VERA  Basic  Care  patient  workload.  The  second  change  was  to 
modify  the  funding  allocation  split  between  Basic  Care  and  Complex  Care  from 
the  FY  1995  split  of  62%  Basic  Care  and  38%  Complex  Care  by  two  percent  per 
year  until  the  fund  allocation  split  equaled  the  current  base  year  actual  cost  split. 

VERA  Results  FY  1997  to  the  FY  2002  Allocation 

The  results,  if  the  VERA  model  had  been  fully  applied  in  FY  1997,  demonstrated 
that  resource  shifts  would  range  from  a  loss  of  15%  to  a  gain  of  16%,  as  compared 
to  FY  1996  budget  allocations.  VA  believed  that  such  funding  shifts  could  not 
realistically  occur  in  a  single  fiscal  year.  As  a  result,  the  funding  shifts  from 
VERA  have  been  implemented  incrementally.  (See  Table  15  on  page  32) 

In  FY  1997,  VERA  was  not  implemented  until  April  1,  1997  -  halfway  through 
the  fiscal  year.  Therefore,  two  methods  were  used  to  allocate  resources  in 
FY  1997.  For  the  first  half  of  the  year,  the  networks  were  funded  at  approximately 
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one  half  of  the  FY  1996  level,  plus  an  increase  equal  to  the  change  in  the  total 
systemwide  Medical  Care  appropriation  from  FY  1996  to  FY  1997.  This  increase 
was  2.75%.  For  the  months  that  VERA  was  used  in  FY  1997,  the  maximum 
amount  that  any  network  was  reduced  was  limited  to  5%  on  an  annualized  basis. 
When  both  of  these  limitations  were  applied  to  the  VERA  methodology,  the 
largest  full  year  reduction  (including  equipment  and  non-recurring  maintenance) 
for  any  network  was  1.0%  below  FY  1996.  The  largest  gain  was  6.8%  above 
FY  1996.  In  FY  1997,  17  networks  received  more  funding  than  in  FY  1996. 
Twelve  of  the  networks  (55%)  had  increases  greater  than  the  total  rate  of  increase 
in  the  system’s  funding  from  FY  1996  to  FY  1997  (i.e.,  2.9%).  These  funding 
shifts  were  designed  to  occur  over  a  three  to  five-year  period  to  ensure  they  were 
effectively  managed. 

For  FY  1998  VERA  was  used  to  allocate  funds  at  the  beginning  of  the  fiscal  year. 
The  amount  that  any  network  was  reduced  below  FY  1997  was  limited  to  5%. 
Based  on  the  model’s  results,  13  networks  received  increases  over  funding  levels 
for  FY  1997;  eight  networks  received  less  funding. 

In  addition,  Congress  enacted  provisions  in  the  FY  1998  budget  for  VA  to  retain 
medical  collections  rather  than  return  them  to  the  Department  of  Treasury,  as  had 
been  required  in  the  past.  The  legislation  terminated  the  Medical  Care  Cost 
Recovery  (MCCR)  Fund  and  established  the  Medical  Care  Collections  Fund 
(MCCF).  Since  July  1,  1997,  all  collections  from  third-party  reimbursements, 
copayments,  per  diems,  and  certain  torts  were  deposited  in  this  new  fund. 
Amounts  in  the  MCCF  are  then  transferred  to  the  Medical  Care  account  and  will 
remain  available  until  expended.  A  total  of  $647  million  was  collected  in  MCCF 
for  FY  1998.  In  addition,  a  total  of  $83  million  in  other  reimbursements  was 
collected  in  FY  1998.  These  include  reimbursements  for  sharing  and  TRICARE. 
Thus,  each  network’s  FY  1998  budget  included  these  reimbursements  plus  VERA 
allocations. 

In  FY  1999,  the  amount  any  network  was  reduced  below  FY  1998  was  limited  to 
5%.  Seven  networks  received  less  funding  than  in  FY  1998,  while  14  networks 
received  increases.  $571  million  was  collected  in  MCCF  and  $98  million  was 
collected  in  other  reimbursements  in  FY  1999. 

For  FY  2000,  all  networks  received  more  funding  than  in  FY  1999.  The  5%  cap 
applied  in  previous  years  was  no  longer  necessary  because  no  network  was 
reduced  more  than  5%  from  its  FY  1999  level.  Thus,  the  funding  shifts  under 
VERA  were  completed  in  FY  2000  as  they  took  place  over  a  four-year  period. 
$573  million  was  collected  in  MCCF  and  $104  million  was  collected  in  other 
reimbursements  in  FY  2000. 
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In  FY  200 1 ,  all  networks  received  increases  over  funding  levels  for  FY  2000.  The 
FY  2000  VERA  funding  base  was  adjusted  to  reflect  the  centralized  funding  of 
prosthetics  for  FY  2001.  $771  million  was  collected  in  MCCF  and  $120  million 
was  collected  in  other  reimbursements  in  FY  2001. 

For  the  FY  2002  VERA  allocation  distributed  to  the  networks,  all  21  networks 
received  increases  over  funding  levels  for  FY  2001.  The  FY  2001  funding  base 
was  adjusted  for  the  rescission  and  VERA  adjustments  for  FY  2001.  $985  million 
was  collected  in  MCCF  and  $320  million  was  collected  in  other  reimbursements  in 
FY  2002. 

A  major  premise  of  VERA  is  that  if  networks  receive  reduced  allocations  they  will 
adjust  by  becoming  more  efficient  -  not  by  reducing  services  or  numbers  of 
veterans  served. 


VERA  Supplemental  Adjustments 

Table  19  shows  the  history  of  VERA  Supplemental  Adjustments  from  FY  1999  to 
FY  2002.  From  FY  1999  to  FY  2001,  the  initial  VERA  allocations  of  the  Medical 
Care  appropriation  were  subsequently  adjusted  through  a  supplemental  funding 
process  for  those  networks  that  required  additional  funding  above  their  VERA 
allocation.  This  supplemental  funding  adjustment  was  provided  from  VHA’s 
National  Reserve  Fund  that  is  established  at  the  beginning  of  each  fiscal  year  as 
part  of  the  Specific  Purpose  amount  to  cover  unforeseen  and  unanticipated 
requirements.  In  FY  1999,  an  adjustment  of  $9  million  was  required  for  two 
networks,  8  and  9.  In  FY  2000,  an  adjustment  of  $90.7  million  was  required  for 
two  networks,  3  and  23.  In  FY  2001,  an  adjustment  of  $220.1  million  was 
required  for  three  networks,  1,  3  and  23.  The  size  of  the  FY  2001  adjustment 
combined  with  an  unexpected  Congressional  rescission  of  $43  million  that 
occurred  after  the  initial  distribution  exceeded  the  amount  available  in  the 
National  Reserve  Fund.  This  resulted  in  the  need  to  withdraw  network  funds  after 
the  initial  allocation  to  meet  the  requirements  of  the  supplemental  adjustment  and 
the  Congressional  rescission. 

Based  on  the  FY  2001  experience,  VHA  reengineered  the  supplemental  funding 
adjustment  process  in  FY  2002  so  that  these  adjustments  were  executed  as  part  of 
the  initial  VERA  allocation  of  the  Medical  Care  appropriation.  As  part  of  the 
reengineered  process,  a  concerted  effort  was  made  to  develop  updated  estimates  of 
each  network’s  projected  FY  2002  financial  status.  This  included  developing 
estimates  of  all  the  resources  that  would  be  available  to  each  network  and  their 
corresponding  estimated  expenses  for  the  year.  The  estimate  of  available 
resources  included  funds  carried  over  from  FY  2001,  estimated  collections, 
estimated  reimbursements,  and  the  estimated  VERA  allocation  of  the  medical  care 
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appropriation.  The  estimated  FY  2002  expenses  were  based  on  the  actual 
expenses  of  FY  2001,  plus  approved  budget  increases  for  inflation  and  pay  raises, 
minus  a  two-percent  efficiency  target.  Based  on  this  analysis,  it  was  determined 
that  four  networks  should  receive  an  adjustment  to  their  initial  VERA  allocation. 
Table  19  provides  a  summary  of  the  VERA  adjustments  from  FY  1999  through 
FY  2002. 


Table  19:  VERA  Adjustments  FY  1999  -  FY  2002 


($  in  millions) 


Network 

FY  1999 

FY  2000 

FY  2001 

FY  2002 

8  Bay  Pines 

$4.0 

9  Nashville 

$5.0 

3  Bronx 

$66.2 

$73.8 

$135.3 

23  Minneapolis 

$24.5 

$93.0 

$76.8 

1  Boston 

$53.2 

$58.7 

12  Chicago 

$20.8 

Total 

$9.0 

$90.7 

$220.1 

$291.6 

Percent  of  Total  System- 

Wide  Allocation 

0.1% 

0.5% 

1.2% 

1.6% 

Note:  The  numbers  may  not  add  due  to  rounding. 

The  FY  2002  amount  for  Network  3  includes  the  $6.8  million  February  supplemental  funding  for  the  World 
Trade  Center  disaster.  The  FY  2002  amount  for  Network  1  includes  the  additional  August  $17.4  million 
operational  shortfall  funding  adjustment. 


In  FY  2003,  VA  refined  VERA  by  implementing  a  low  cap  of  5%  and  a  resulting 
high  cap  of  12.6%  on  allocation  increases  over  FY  2002.  The  purpose  of  this  cap 
is  to  eliminate  the  need  for  supplemental  funding  adjustments  to  networks  in 


FY  2003. 


Previous  VERA  Assessments 


GAO  Evaluations 


In  its  September  1997  report,  VA  Health  Care:  Resource  Allocation  Has 
Improved,  but  Better  Oversight  Needed  (GAO/HEHS-97-178),  the  GAO 
recognized  the  impact  of  VA’s  progress  in  implementing  VERA.  GAO  cited  that 
“VERA  shows  promise  for  correcting  long-standing  regional  funding  imbalances 
that  have  impeded  veterans’  equitable  access  to  services.  Specifically,  VERA 
allocates  more  comparable  amounts  of  resources  to  the  22  networks  for  high- 
priority  VA  health  service  users  -  those  with  service-connected  disabilities,  low 
incomes  or  special  health  care  needs  -  than  the  resource  allocation  process  it  has 
replaced.”  In  its  report,  GAO  made  the  following  two  recommendations: 
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GAO  Recommendation  1: 

“Develop  more  timely  and  detailed  indicators  of  changes  in  key  VERA 
workload  measures  and  medical  care  practices  to  maintain  VERA’s  ability  to 
equitably  allocate  resources  in  the  future  and  help  ensure  that  veterans  receive 
the  most  appropriate  care.” 

VA  accomplished  several  activities  to  implement  the  GAO’s  recommendation. 
Specifically,  a  tracking  system  was  developed  to  monitor  Complex  Care  workload 
relative  to  VERA  funding  allocations.  This  system  compared  FY  1996  workload 
levels  to  FY  1997  workload  levels  for  all  Complex  Care  workload  classes,  as 
defined  in  VERA.  That  analysis  concluded  that  for  the  period  in  question, 
Complex  Care  workload  did  not  change  significantly.  VA  has  continued  to 
monitor  Complex  Care  workload  tracking  on  a  quarterly  basis  in  FY  1998, 

FY  1999,  FY  2000,  FY  2001,  FY  2002  and  will  continue  this  in  FY  2003.  Also, 
VA  conducted  a  review  of  three-year  Basic  Care  patient  single  encounter 
workload  by  network  for  each  of  the  three-year  periods  FY  1993-FY  1995, 

FY  1994-FY  1996,  and  FY  1995-FY  1997.  Single  encounter  Basic  Care  patients 
comprised  about  12.5%  to  13%  of  the  Basic  Care  workload  in  each  of  the 
previously  mentioned  three-year  groups.  Virtually  all  of  the  single  encounter 
Basic  Care  patients  were  outpatient  visits.  Just  over  $1  billion  was  allocated  to  the 
single  encounter  patients  for  FY  1998  because  they  were  funded  at  the  full  Basic 
Care  price.  The  Complex  Care  workload  analyses  and  single  encounter  Basic 
Care  patients’  analyses  were  shared  with  the  22  networks.  In  FY  1999,  VA 
established  a  Basic  single  outpatient  visits  patient  class  and  allocated  $66  for  each 
patient.  Also  in  FY  1999,  VA  completed  a  review  of  three-year  Basic  single 
encounter  workload  with  three-year  Basic  Non- Vested  care  for  FY  1996-FY  1998. 
In  FY  2000,  VA  established  a  Basic  Non- Vested  patient  class  instead  of  the  Basic 
single  outpatient  visits  class  and  allocated  $105  for  each  patient.  During  FY  2000, 
2001  and  FY  2002,  VA  completed  an  analysis  of  the  three-year  Basic  Non-Vested 
workload  as  a  percent  of  the  total  three-year  Basic  workload.  Figure  12  on  page 
98  shows  this  analysis  for  the  three-year  periods  FY  1996-FY  1998,  FY  1997- 
FY  1999,  FY  1998-FY  2000,  and  FY  1999-FY  2001. 

VHA's  Chief  Financial  Officer  and  Chief  Information  Officer  continued  their 
efforts  to  improve  the  manner  in  which  VERA’s  underlying  data  are  reported  and 
retrieved.  Additionally,  VA  had  a  contractor  (Systems  Flow  Incorporated) 
evaluate  the  following  components  of  VERA: 

•  The  accuracy  and  integrity  of  secondary  data. 

•  Methods  of  data  collection  and  analysis. 

•  Models  and  methodologies  underlying  the  models. 

•  Documentation  of  the  models. 

•  Timeliness  of  work  processes. 
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As  these  activities  indicated,  VA  Headquarters  continued  to  monitor  the  numbers 
of  patients  provided  care  compared  to  previous  years  to  ensure  that  access  to 
quality  care  was  not  compromised. 

GAO  Recommendation  2: 

“Improve  oversight  of  VISN’s  allocations  of  resources  to  their  facilities 
by:  (1)  developing  criteria  for  use  in  designing  VISN  resource  allocation 
methodologies;  (2)  reviewing  and  improving  the  resulting  methodologies, 
and  (3)  monitoring  the  impact  of  these  methodologies  on  veterans’ 
equitable  access  to  care.” 

The  Under  Secretary  for  Health  issued  a  VHA  Directive  in  October  1997, 
establishing  that  the  allocation  of  resources  at  all  levels  within  VA  should  be 
guided  by  ten  principles  that  move  the  organization  toward  accomplishing  its 
systemwide  goals  and  objectives.  These  principles  must  be  upheld  when  networks 
allocate  funds  to  facilities  or  programs.  While  VERA  is  an  effective  system  for 
allocating  resources  at  the  network  level,  the  VERA  methodology  is  not  designed 
to  allocate  funds  to  the  facility  level.  This  is  because  there  are  significant 
differences  at  the  facility  level  that,  in  the  aggregate,  are  not  a  factor  when 
allocating  at  the  network  level.  Among  the  factors  that  significantly  affect 
facility-level  health  care  environments  are:  the  size,  mission,  and  locality  of  local 
facilities;  levels  of  affiliations  with  academic  institutions;  efficiency  of  operations; 
proportions  of  “shared  patients;”  and  patient  complexity  and  case-mix.  As  a 
result,  the  following  guiding  principles  were  to  be  used  by  networks  in  providing 
allocations  below  the  network  level  for  the  period  FY  1998  -  FY  2003.  Network 
allocation  systems  must: 

•  Be  readily  understandable  and  result  in  predictable  allocations. 

•  Support  high  quality  health  care  delivery  in  the  most  appropriate  setting. 

•  Support  integrated  patient-centered  operations. 

•  Provide  incentives  to  ensure  continued  delivery  of  appropriate  Complex  Care. 

•  Support  the  goal  of  improving  equitable  access  to  care  and  ensure  appropriate 
allocation  of  resources  to  facilities  to  meet  that  goal. 

•  Provide  adequate  support  for  the  VA’s  research  and  education  missions. 

•  Be  consistent  with  eligibility  requirements  and  priorities. 

•  Be  consistent  with  the  network’s  strategic  plans  and  initiatives. 

•  Promote  managerial  flexibility,  (e.g.,  minimize  “earmarking”  funds)  and 
innovation. 

•  Encourage  increases  in  alternative  revenue  collections. 

These  principles  coupled  with  the  VA  Headquarters’  review  process  continue  to 
guide  network  allocations. 
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In  August  1998,  the  GAO  issued  a  report,  VA  Health  Care:  More  Veterans  Are 
Being  Served,  hut  Better  Oversight  Is  Needed.  Concerned  that  some  networks 
would  be  required  to  implement  significant  cost-saving  steps  to  manage  within  the 
diminished  resources  they  would  receive  under  VERA  and  that  these  networks 
would  reduce  veterans'  access  to  care  as  a  result,  the  Congressional  Committees  on 
Appropriations  directed  GAO  to  analyze  changes  in  access  to  care  in  two 
networks,  Network  3  (Bronx)  and  Network  4  (Pittsburgh).  When  VERA  was 
initially  implemented  in  FY  1997,  VA  projected  that  Network  3  would  lose  the 
highest  proportion  of  resources  compared  with  other  networks,  and  that  Network  4 
would  lose  some  resources,  but  the  change  would  be  the  lowest  for  any  network. 
As  directed,  GAO  reported  on  three  issues:  (1)  changes  in  overall  access  to  care, 
changes  in  access  to  certain  specialized  services,  and  a  comparison  of  changes  in 
these  networks  with  VA  national  data  from  fiscal  years  1995  to  1997;  (2)  the 
extent  to  which  VA  headquarters  is  working  to  allocate  resources  equitably  to 
facilities  within  networks;  and  (3)  the  adequacy  of  VA's  oversight  of  changes  in 
access  to  care.  Overall,  GAO  concluded  that  VA  increased  access  to  care  for 
veterans  in  Networks  3  and  4  and  VA  nationally.  VA  increased  access  mainly  by 
expanding  outpatient  services  through  conversion  of  inpatient  resources  for  that 
purpose.  This  increased  the  efficiency  of  VA  health  care  delivery  and  allowed 
Networks  3  and  4  to  serve  more  veterans  with  fewer  inflation  adjusted  dollars 
under  VERA.  In  its  August  1998  report,  GAO  made  the  following  two 
recommendations: 

GAO  Recommendation  1: 

"Develop  uniform  definitions  and  institute  timely  reporting  of  changes  in 

access  to  care,  including  the  number  and  eligibility  priority  of  patients 

served,  waiting  times  for  care,  and  patient  satisfaction  for  specific  services 

at  the  network  and  facility  level." 

VA  is  working  to  improve  its  information  systems  so  that  they  will  be  more  useful 
to  network  and  headquarters  management.  During  the  past  few  years,  VA  has 
held  Data  Summits  and  one  of  the  items  it  has  specifically  addressed  is  the 
development  of  uniform  definitions  to  the  extent  they  are  practical.  Implementing 
enrollment  beginning  October  1,  1998  has  allowed  reporting  service  utilization  by 
eligibility  category,  type  of  provider  and  geographic  distribution  among  other 
demographic  variables.  There  are  numerous  improvements  in  timely  reporting  in 
areas  such  as  performance  and  quality  that  were  implemented  too  late  to  be 
included  in  GAO's  report.  For  example,  accessibility  to  performance  measure 
data,  including  Priority  1  -  7  and  market  penetration  information,  is  now  on  a  real 
time  basis.  Patient  satisfaction  surveys  and  the  report  to  Congress,  Maintaining 
Capacity  to  Provide  for  the  Specialized  Treatment  of  Rehabilitative  Needs  of 
Disabled  Veterans  are  completed  annually.  The  national  and  network  planning 
processes  also  include  plans  for  ensuring  equitable  access  to  care.  The  FY  2003 
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VHA  Performance  Plan  includes  most  of  the  special  care  outcome  measures  as 
well  as  reporting  of  the  number  and  eligibility  priority  of  patients  served.  These 
are  being  used  to  monitor  achievements  in  patient  satisfaction  and  access  issues. 

GAO  Recommendation  2: 

"Develop  criteria  for  equitably  allocating  resources  to  facilities  and  monitor 

any  improvements  in  equity  of  access  among  and  within  networks." 

The  VA  philosophy  concerning  network  allocations  to  facilities  is  to  continue 
balancing  oversight  with  flexibility.  VA  does  not  want  to  dictate  how  each 
network  should  fulfill  its  responsibilities.  VA  believes  that  this  philosophy  has 
been  effective  in  network  implementation.  Nevertheless,  in  FY  1999,  VA  added  a 
criterion  in  the  network  allocation  principles  directive  concerning  the  equity  of 
resource  allocations  to  facilities,  but  the  directive  does  not  prescribe  how  this 
should  be  done.  VA  continues  to  allow  networks  the  flexibility  they  need  to  meet 
local  needs.  The  directive  was  distributed  to  networks  in  early  FY  1999. 

Although  the  GAO  report  states  that  headquarters  did  not  review  the  network 
allocations  methodologies  in  the  past,  VA  has  in  fact  completed  these  reviews. 

VA  will  continue  to  review  the  network  allocation  plans  and  methodologies  to 
assure  equitable  resource  allocation  within  networks.  Additionally,  VA 
established  a  workgroup  to  evaluate  the  allocation  principles  and  the  networks’ 
allocation  processes.  Its  purpose  was  to  determine  if  the  principles  were  sufficient 
as  well  as  to  ensure  that  network  allocations  to  facilities  are  fair  and  equitable. 

The  results  of  this  review  enabled  the  sharing  among  networks  of  the  best 
practices  in  network- to-facilities  allocations  methods.  All  of  the  network 
allocation  methods  have  been  described  and  submitted  to  Congress  in  accordance 
with  the  requirements  of  the  House  Appropriations  Committee  Report  106-286. 
VHA’s  guiding  resource  allocation  principles  have  been  used  in  providing 
allocations  below  the  network  level  for  the  period  FY  1998  -  FY  2003.  These 
principles  coupled  with  the  VA  Headquarters’  review  process  will  continue  to 
guide  future  network  allocations. 

Private  Sector  Contractor  Evaluations 


PricewaterhouseCoopers  LLP  VERA  Assessment 

FY  1998  was  the  first  full  year  for  VERA-based  allocations,  and  significant 
amounts  of  resources  were  shifted  to  networks  that  were  previously  under-funded. 
Therefore,  to  help  ensure  that  VERA  was,  and  is,  a  sound  basis  for  allocating 
health  care  resources,  VA  retained  a  private  contractor,  PricewaterhouseCoopers 
LLP,  to  evaluate  whether  VERA  was  sound  and  was  meeting  its  stated  objectives. 
The  assessment  evaluated  VERA’s  effectiveness  and  made  recommendations  for 
refining  VERA. 
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In  general,  the  study  answered  three  questions:  (1)  Are  VERA's  conceptual 
underpinnings  sound?  (2)  Are  VERA's  methodological  underpinnings  and 
assumptions  underlying  the  components  sound?  and,  (3)  After  its  first  year,  is 
VERA  meeting  its  established  objectives?  PricewaterhouseCoopers  LLP 
determined  the  following: 

•  VERA  is  ahead  of  other  global  budgeting  systems  across  the  world.  It 
allocates  resources  on  objective  measures  of  need  such  as  patient  volume  as 
compared  to  other  global  health  care  funding  systems  that  are  built  on 
historical  allocations  with  periodic  adjustments  for  inflation  or  politics. 

•  VERA's  conceptual  underpinnings  are  sound.  They  include:  a  top-down 
budgeting  system  that  insures  solvency,  a  funding  base  that  follows  patients, 
the  vast  majority  of  funding  flows  through  the  model,  and  a  funding  flow  to 
networks. 

•  VERA's  methodological  underpinnings  are  fundamentally  sound.  They  are:  a 
data  driven,  formula-based  system  that  promotes  credibility;  a  model  structure 
that  is  relatively  easy  to  understand;  national  prices  that  ensure  standardization; 
and  an  allocation  method  that  accounts  for  local  cost  variations. 

•  Overall,  VERA  is  meeting  its  specified  objectives.  VERA  equitably  distributes 
funds  across  networks;  focuses  funding  on  highest  priority  veterans;  addresses 
veteran  special  health  care  needs;  complies  with  PL  104-204  requirements;  has 
a  framework  that  is  predictable  and  easily  understood;  aligns  management  and 
incentives  with  best  practice;  accounts  for  uncontrollable  cost  differences 
across  networks;  improves  accountability  for  research  and  education  support; 
and  conforms  to  principles  of  sound  financial  management. 

PricewaterhouseCoopers  LLP  also  provided  seven  recommendations  to  strengthen 
and  refine  VERA.  The  recommendations  were  classified  as  either  immediate  or 
long-term. 

Immediate  recommendations,  that  do  not  depend  on  how  VERA  changes,  are: 
simplify  data  inputs;  revise  patient  classifications;  strengthen  data  accuracy  and 
accountability;  clarify  and  improve  the  allocation  process  timetable,  and  establish 
a  forum  to  obtain  suggestions. 

Those  recommendations  that  would  be  implemented  depending  on  how  VERA 
changes  over  time  are:  implement  a  strategic  enrollment  system;  revise  patient 
classes;  and  tie  performance  measures  to  the  budget. 


VA  has  made  much  progress  on  the  implementation  of  the  immediate 
recommendations  as  follows: 

•  Simplify  data  inputs 

1.  Equipment  -  Future  allocations  will  be  based  solely  on  patient  workload. 
This  change  was  implemented  over  a  2-year  period  beginning  in  FY  1999. 
The  final  phase  was  implemented  with  the  FY  2000  allocation.  This 
completed  the  phase-in  of  100%  of  equipment  allocations  being  based  on 
patient  workload. 

2.  Non-recurring  maintenance  -  Future  allocations  will  be  based  on  patient 
workload  with  an  adjustment  for  differences  in  regional  construction  costs. 
This  change  was  implemented  over  a  3-year  period  beginning  in  FY  1999. 
The  third  and  final  phase  was  implemented  with  the  FY  2001  allocation. 

3.  Labor  adjustment  -  Future  adjustments  would  use  an  index  based  on  a 
single  national  market  basket  for  labor.  A  workgroup  evaluated  this 
alternative  to  the  current  method.  The  establishment  of  a  single  national 
market  basket  for  labor  was  approved  and  was  implemented  for  the 

FY  2000  allocation. 

•  Revise  patient  classifications  and  budget  split 

1.  Patient  classification  -  The  patient  classification  system  would  be  based  on 
diagnosis  and  functional  data.  Classifying  patients  on  the  basis  of 
diagnostic  and  functional  data  using  VA  DCGs  (Diagnostic  Cost  Groups) 
instead  of  utilization  characteristics  is  being  evaluated  for  consideration  in 
FY  2005. 

2.  Budget  split  -  The  split  between  Basic  Care  and  Complex  Care  budgets 
would  be  revised  to  reflect  the  most  recent  costs  of  these  two  groups  of 
patients.  VA  does  not  want  to  set  a  national  policy  that  would  divert,  or 
appear  to  divert,  resources  from  its  Complex  Care  patients;  therefore,  this 
issue  was  carefully  reviewed  before  a  change  was  made.  This  issue  was 
examined  within  the  context  of  the  review  of  the  entire  patient  classification 
system.  This  change  was  first  considered  for  implementation  in  the 

FY  2002  allocation,  but  action  was  deferred  pending  further  analysis.  In 
FY  2003,  with  the  expansion  of  VERA  price  groups  from  three  to  ten,  this 
change  also  modified  the  funding  allocation  split  between  Basic  Care  and 
Complex  Care  to  reflect  the  current  base  year  cost  experience  between 
these  groups  rather  than  using  a  fixed  ratio  that  reflects  their  FY  1995 
relative  costs. 
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Strengthen  data  accuracy  and  accountability 


1.  In  the  fall  of  1998,  the  Data  Integrity  Workgroup  was  formed  and 

comprises  representatives  from  field  facilities,  networks,  and  Headquarters 
including  the  Allocation  Resource  Center  and  Decision  Support  System 
staff.  The  following  components  of  the  VERA  allocation  process  was 
reviewed  for  the  FY  2003  allocation: 

-  Prorated  Patients  and  Cost:  This  is  derived  from  tracking  costs  for  each 
patient  in  the  system,  and  was  validated  by  comparing  the  total  social 
security  numbers  in  the  Allocation  Resource  Center  (ARC)  system  to 
those  in  the  VHA  Data  System  in  Austin,  Texas.  Matching  allocated 
patient  costs  back  to  the  Cost  Distribution  Report  (CDR)  validates  costs. 
Each  facility  is  asked  to  validate  that  its  cost  reports  are  reviewed  for 
completeness  and  accuracy.  Information  is  published,  showing  areas  of 
cost  reporting  and  workload  that  may  be  inaccurate,  to  assist  facilities 
throughout  the  year.  A  sample  also  is  taken  of  patient  class  assignments 
to  ensure  accuracy. 

Beginning  with  the  FY  2002  allocation  process,  the  Decision  Support 
System  (DSS),  was  introduced  into  the  process.  After  adjusting  for  the 
full  cost  factors  in  DSS  that  include  national,  network,  and  depreciation 
costs,  specific  patient  cost  is  used  to  calculate  the  share  of  workload 
assignment  in  cases  where  a  patient  has  been  treated  in  more  than  one 
network. 

-  Research  Support:  Three  types  of  research  are  identified  for  receiving 
research  support  funding  allocations:  research  administered  by  the  VA; 
research  not  administered  by  the  VA  but  peer  reviewed;  and  research 
not  administered  by  the  VA  and  not  peer  reviewed.  The  Headquarters 
Research  and  Development  Office  records  the  three  types  of  research, 
and  the  ARC  calculates  the  allocation.  All  calculations  were  reviewed. 

-  Education  Support:  These  dollars  are  distributed  based  on  residency 
positions  as  designated  by  the  Office  of  Academic  Affiliations. 

-  Non-recurring  Maintenance  (NRM):  In  FY  2003,  as  in  FY  2001  and 
FY  2002,  the  entire  NRM  calculation  is  based  on  construction  cost 
adjusted  patient  workload.  Construction  cost  numbers  by  area  of  the 
country  is  derived  from  the  nationally  recognized  Boeckh  Index.  These 
numbers  are  applied  to  each  VA-owned  medical  center  property.  All 
calculations  were  verified  as  correct. 
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-  Equipment:  These  dollars  are  distributed  based  on  patient  workload, 
and  calculations  have  been  verified. 

-  Geographic  Price  Adjustment  (Labor  Index):  VA  bases  this  adjustment 
on  the  variance  in  labor  costs  in  different  parts  of  the  country.  An  index 
that  compares  network  cost  with  national  cost  is  created.  The 
geographic  price  adjustment  is  first  computed  using  actual  salary  dollars 
expended  in  FY  2001,  weighted  workload,  and  the  network  labor  index. 
All  calculations  have  been  thoroughly  reviewed.  Starting  in  FY  2001, 
VA  approved  a  change  in  the  geographic  price  adjustment  calculation  to 
reflect  the  resource  intensity  of  caring  for  Complex  Care  patients. 
Complex  Care  patients  are  weighted  to  reflect  the  costs  of  caring  for 
these  patients.  Weighting  factors  were  derived  from  FY  2001  cost  data. 

The  VERA  2002  model  was  modified  to  include  a  new  adjustment  that 
adjusts  for  funding  inequities  caused  by  local  procurement  practices  for 
contracted  goods  and  services  including:  labor;  service  agreements;  and 
locally  purchased  energy-related  products,  utilities,  and  provisions. 
These  network-level  purchases  are  subject  to  regional  price  variations 
resulting  from  local  cost  of  living  factors.  The  VERA  model  now 
contains  an  adjustment  that  compensates  high-cost  networks  for  these 
expenditures.  The  adjustment  is  computed  using  the  model's  labor 
adjustment  methodology,  which  is  calculated  and  validated  each  year. 
The  primary  adjustment  factor  is  the  VHA  labor  index,  which  is  derived 
from  VHA  staff  salaries.  The  VHA  labor  index  adjusts  allocations 
associated  with  regional  variations  in  costs. 

2.  Standardize  procedure  for  field  review  of  data  outputs  -  The  data  integrity 
workgroup  also  implemented  a  procedure  for  field  review  of  data  output. 
This  process  started  in  FY  1999  and  continues  in  FY  2003. 

•  Clarify  and  improve  process 

1.  Improve  allocation  process  timetable  -  VA  has  increased  efforts  to  speed 
the  data  closeout  and  input  data  to  the  allocation  system.  This  improved  the 
FY  1999,  FY  2000,  FY  2001,  and  FY  2002  allocation  timetables  by  nearly 
two  months,  thereby  giving  the  field  more  time  to  plan  their  budgets  as  well 
as  to  review  the  data  on  which  they  were  based.  Preliminary  FY  2003 
planning  allocations  based  on  the  President’s  budget  were  issued  to  the 
networks  in  February  2002,  less  than  five  months  after  the  end  of  FY  2001. 

2.  Use  a  suggestion  box  -  A  suggestion  box  has  been  established  and  is 
accessible  through  the  Allocation  Resource  Center  website. 
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VA  also  has  begun  to  implement  the  long-term  recommendations  of 
PricewaterhouseCoopers  LLP  in  anticipation  that  some  future  changes  will  be 
made  to  VERA.  The  status  of  these  recommendations  is  listed  as  follows. 

•  Implement  a  strategic  enrollment  system 

1.  Develop  a  strategy-based  enrollment  system  -  VA  implemented  an 
enrollment  system  in  FY  1999,  as  required  by  law.  It  was  determined  that 
VERA  allocations  based  on  enrollment  may  not  be  the  most  equitable 
distribution  of  resources  because  all  of  those  enrolled  may  not  use  VA 
services. 

2.  Implement  a  transfer  pricing  system  -  A  recommendation  for  implementing 
a  transfer  pricing  system  in  FY  1999,  but  not  actually  transferring  funds, 
was  approved  by  the  Under  Secretary  for  Health.  The  Care  Across 
Network  workgroup  was  charged  with  planning  the  implementation  of 
transfer  pricing.  VA  tested  the  proposed  transfer  pricing  system  in 

FY  2000  to  help  determine  the  benefits  of  implementing  a  transfer  pricing 
program.  A  recommendation  by  the  Care  Across  Networks  Workgroup  not 
to  proceed  with  transfer  pricing  in  FY  2001  was  approved  by  V A  in  March 
2000.  Key  issues  that  were  responsible  for  not  implementing  transfer 
pricing  included:  impact  on  improving  coordination  of  care;  whether  level 
of  effort  is  worth  the  benefit;  and  technical  and  software  challenges  to 
implement.  VA  will  continue  to  use  the  existing  pro  rated  person  (PRP) 
concept  to  ensure  that  the  care  across  networks  is  compensated. 

•  Revise  patient  classes 

1 .  For  the  FY  1999  allocation  an  additional  patient  class  was  created  within 
the  basic  care  group  that  included  the  lowest  cost  patients.  This  issue  was 
refined  for  the  FY  2000  allocation.  VA's  goal  was  to  determine  what 
constitutes  a  fully  vested  patient,  even  with  one  visit,  and  fund  those 
patients  at  the  Basic  Vested  Care  price.  As  a  result,  VHA  decided  that 
Basic  Care  patients  will  now  consist  of  two  groups,  fully  vested  and  non- 
vested  patients.  In  addition,  VHA  approved  nine  other  refinements  to  the 
VERA  patient  classifications  that  were  implemented  in  FY  2000,  two  that 
were  implemented  in  FY  2001,  and  three  refinements  for  the  FY  2002 
allocation  process. 

2.  In  FY  2003,  the  VERA  price  groups  expanded  from  three  to  ten  to 
recognize  a  differentiation  in  VA’s  “core  mission”  patients  (veterans  with 
service-connected  disabilities  or  those  with  incomes  below  the  current 
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threshold  or  special  needs  patients,  e.g.,  the  homeless)  not  present  in  the 
three  VERA  price  groups. 

3.  The  VHA  National  Leadership  Board  Finance  Committee  will  determine  if 
additional  patient  class  changes  are  needed  for  future  years. 

•  Tie  performance  measures  to  budget 

1.  Use  rewards  based  on  performance  using  reasonable  and  effective 

incentives  -  This  would  require  that  both  the  VERA  and  the  performance 
measure  systems  are  mature  and  stable  enough  to  support  a  direct  link  to 
budget  allocations.  This  would  also  involve  significant  policy  issues 
regarding  the  purpose  of  VERA  (to  fund  veterans’  health  care  needs)  and, 
the  purpose  of  performance  measures.  As  of  FY  2003,  the  VERA 
methodology  and  performance  measures  remain  as  separate  systems. 

AMA  Systems,  Inc.  -  Evaluation  of  Patient  Health  Status  by  VISN 

VERA  adjusts  for  the  differences  across  networks  for  high  cost  patients  and 
patients  in  need  of  specialized  services  by  providing  a  higher  price  for  Complex 
Care  patients  as  compared  to  the  prices  for  Basic  Vested  Care  and  Basic  Non- 
Vested  Care  patients.  Nevertheless,  feedback  from  internal  and  external 
stakeholders  indicated  that  they  believe  VERA  may  not  adequately  distinguish  the 
differences  across  networks  for  variances  in  patient  health  status. 

VHA  retained  AMA  Systems,  Inc.  and  its  subcontractor,  The  Center  for  Naval 
Analyses  Corporation  (CNAC)  to  conduct  a  study  entitled  “Evaluation  of  Patient 
Health  Status  by  VISN.”  The  scope  of  the  analysis  was  later  expanded  to  include 
research  into  costs  associated  with  providing  VHA  health  care  in  rural  areas  to 
satisfy  Section  108  of  Public  Law  106-74,  the  “Departments  of  Veterans  Affairs 
and  Housing  and  Urban  Development,  and  Independent  Agencies  Appropriations 
Act,  2000.”  The  report,  “Evaluation  of  Rural  Healthcare  in  the  22  Veterans 
Integrated  Service  Networks”  was  provided  to  Congress  on  April  25,  2000. 

The  following  tasks  were  included  in  the  contractor’s  scope  of  work: 

•  Determine  whether  the  health  status  of  VHA  patients  varies  across  the  22 
Veterans  Integrated  Service  Networks  (VISNs)  and  whether  such  differences 
have  an  adverse  impact  on  distribution  of  funds  as  provided  for  by  the  VERA 
system. 

•  If  the  proportion  of  high-cost  patients  varies  across  the  VISNs,  determine 
whether  the  variance  is  the  result  of  inefficiencies  in  resource  management  or 
differences  in  patient  health  status. 
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•  Determine  whether  practice  patterns  and  infrastructure  (e.g.,  physical  plant) 
affect  healthcare  costs. 

•  If  cost  variances  exist  because  of  differences  in  patient  health  status  and  other 
factors,  identify  the  relative  contribution  to  cost  variances  of  patient  health 
status  and  these  other  factors. 

The  contractor  reviewed  VERA,  analyzed  more  than  ten  million  individual  patient 
records  for  the  period  FY  1997  through  FY  1999,  and  conducted  site  visits  at 
medical  centers  and  VISN  offices.  On  the  basis  of  this  data  collection  and 
preliminary  analysis,  it  developed  a  quantitative  model  to  assess  the  cost 
contribution  of  various  factors  (e.g.,  case-mix,  age,  practice  patterns).  In  addition, 
the  contractor  examined  the  issue  of  whether  developing  additional  price 
categories  for  the  Complex  and  Basic  patient  groups  would  provide  a  “better  fit” 
in  terms  of  matching  patient  group  prices  with  actual  VHA  cost  profiles. 

The  report  concluded  the  following  with  regard  to  patient  health  status: 

•  Systematic  influences  affect  the  deviation  of  VISN-level  average  costs  from 
the  overall  national  average;  these  costs  are  not  completely  captured  by  VERA 
formulation. 

•  Five  separate  and  statistically  significant  patient  characteristics  influence  the 
deviation  in  average  cost  for  each  VISN  compared  to  the  national  average: 
age,  case-mix  index,  proportion  of  patients  in  the  Community  Nursing  Home 
category,  proportion  of  patients  in  the  fee  for  service  category,  and  the 
proportion  of  patients  that  are  female. 

•  Age  of  patients  is  considered  in  the  current  rates  in  VERA,  but  in  a  linear 
fashion.  The  impact  of  age  is  non-linear,  and  becomes  increasingly  important 
at  the  upper  end  of  the  age  distribution  (i.e.,  above  age  75). 

•  Two  infrastructure  characteristics  influence  the  deviation  in  average  cost:  total 
VA  beds  and  the  ratio  of  direct  VA  staff  to  indirect  VA  staff. 

•  The  contractor’s  model  explains  70  percent  of  the  deviation  in  cost.  Other 
influences  on  the  deviation  may  exist. 

•  There  was  no  statistically  significant  difference  due  to  practice  patterns. 

•  At  the  VISN  level,  the  additions  to  and  subtractions  from  average  cost  may 
cancel  each  other.  As  a  result,  without  additional  study,  it  is  impossible  to 
identify  specific  modifications  that  would  be  appropriate  to  make  to  the  current 
VERA  formulation.  However,  the  contractor’s  model  can  be  used  to  evaluate 
the  relative  predicted  funding  across  VISNs,  and  to  verify  if  VERA  gives 
results  similar  to  the  predictions.  Such  comparisons  must  be  done  with  care,  as 
VERA  funding  does  not  map  perfectly  to  patient-level  costs  used  to  build  the 
model. 


116 


•  Expanding  the  number  of  VERA  patient  groups  and  reimbursing  at  the  national 
price  levels  does  not  yield  sufficient  additional  precision  to  merit  serious 
consideration  by  VHA. 

AM  A  Systems,  Inc.  submitted  a  final  report  to  V  A  on  July  25,  2000.  This  study 
was  widely  shared  by  VA  both  internally  and  externally  and  included,  Network 
Directors,  VHA  Headquarters  Chief  Officers,  VERA  Workgroups  and  Congress 
for  information  purposes.  The  VERA  Workgroups  were  asked  to  review  it  to 
determine  if  adjustments  to  the  VERA  model  were  needed  to  ensure  resources 
continue  to  be  equitably  allocated  throughout  the  country. 

The  reports’,  “Evaluation  of  Patient  Health  Status  by  VISN”  and  “Evaluation  of 
Rural  Health  Care  in  the  22  Veterans  Integrated  Service  Networks”,  four 
recommendations  for  further  study  include: 

•  A  study  to  determine  the  precise  way  to  implement  funding  modifications 
because  it  is  not  immediately  clear  how  the  contractor’s  model  information  can 
or  should  translate  into  VERA  modifications. 

•  A  comparison  of  predicted  costs  for  each  VISN  to  actual  funding  allocations 
that  can  identify  VISNs  with  funding  misallocations. 

•  A  study  to  determine  if  rural  patients  receive  the  same  level  of  care  and  if  their 
outcomes  are  similar  to  what  is  observed  for  urban  patients. 

•  The  report  suggested  that  more  knowledge  about  veterans  who  are  enrolled  and 
those  eligible  to  use  the  system  but  not  enrolled  is  needed.  In  addition,  it 
suggested  a  survey  to  assess  veterans’  income,  availability  and  preferences  for 
health  care,  and  access  to  alternate  insurance  coverage. 

The  VHA  Office  of  Finance  asked  VHA’s  Office  of  Quality  and  Performance  and 
Office  of  Policy  and  Planning  to  review  the  latter  two  of  the  reports’  four 
recommendations  above  to  determine  follow-up  action: 

The  VHA  Office  of  Policy  and  Planning  responded  that  the  survey  proposed  in  the 
last  recommendation  above  would  be  duplicative  of  four  surveys  listed  below  that 
provide  that  information,  and  therefore  no  further  action  was  required. 

1.  The  1999  Survey  of  Veterans  Enrollees’  Health  and  Reliance  Upon  VA 

2.  The  2000  Survey  of  Veterans  Enrollees’  Health  and  Reliance  Upon  VA 

3.  The  National  Survey  of  Veterans 

4.  The  1999  Health  Survey  of  Enrollees  (Veterans  SF-36  and  Health  Behaviors) 
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AM  A  Systems,  Inc.  -  Evaluation  of  Rural  Health  Care  in  the  22  Veterans 
Integrated  Service  Networks 

As  a  result  of  increasing  concerns  from  a  number  of  stakeholders,  VA  amended  its 
evaluation  of  patient  health  status  contract  study  to  include  an  analysis  of  the 
efficiency  of  resource  allocation  to  rural  areas  within  the  VERA  process.  The 
contractor  reviewed  the  differences  in  costs  for  care  across  the  VHA’s  22 
networks  due  to  provision  of  care  in  rural  settings.  The  contractor  visited  seven 
sites  identified  as  rural  areas  throughout  the  country  to  attain  the  findings.  The 
sites  visited  were:  Northampton,  Massachusetts;  Togus,  Maine;  Grand  Island, 
Lincoln  and  Omaha,  Nebraska;  Fort  Harrison,  Montana;  and  Vancouver, 
Washington.  The  project  time  constraints  limited  the  contractor’s  ability  to  visit 
all  networks.  The  contractor  used  an  Office  of  Management  and  Budget  approved 
rural-urban  index.  The  report  concluded  the  following  with  regard  to  rural  health 
care: 

•  Rural  veteran  patient  distribution  by  VISN  varies  across  the  country. 

•  Statistically  significant  factors  that  influenced  the  report’s  regression  model 
were  patient  characteristics  and  infrastructure. 

•  It  was  not  possible  to  detect  the  independent  impact  of  the  variables  for  rural 
health  care  and  practice  patterns  due  to  the  limited  amount  of  historical  data  for 
analysis. 

•  None  of  the  sites  maintained  systematic  records  of  distance  that  veterans  travel 
to  receive  health  care. 

•  None  of  the  sites  maintained  systematic  records  of  waiting  times  for 
appointments.  It  should  be  noted  that  VA  recently  implemented  a  new 
methodology  to  measure  waiting  times  as  part  of  the  service  and  access 
initiative.  GAO  indicated  they  are  satisfied  with  the  new  methodology. 

•  The  rural  variable  decomposed  into  two  variables,  rural  and  very  rural.  Six 
networks  were  deemed  rural  (6,  7,  9,  16,  18,  and  19)  and  three  networks  were 
deemed  very  rural  (13,  14,  and  15). 

•  Providing  care  in  rural  areas  is  less  costly  than  providing  care  in  urban  areas. 

•  Providing  care  in  very  rural  areas  is  more  costly  than  providing  care  in  urban 
areas. 

The  information  provided  during  site  interviews  was  anecdotal  and  based  on  staff 
perceptions  and  hands-on  experiences.  Only  selected  sites  were  visited,  thus  the 
findings  are  more  illustrative  than  definitive  of  issues  that  may  impact  VA  health 
care.  These  issues  included: 

•  Staffs  indicated  some  population  segments  utilize  more  resources  than  others, 
but  there  was  no  consistent  pattern  from  site  to  site. 
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•  Private  practice  patterns  impact  how  VA  provides  services.  Staff  at  rural  sites 
noted  concerns  about  the  difficulty  in  establishing  community  based  outpatient 
clinics  (CBOCs)  due  to  inability  to  hire  or  convince  staff  to  move;  lack  of 
private  providers  in  Western  rural  areas;  and  some  private  providers’  refusal  to 
compete  to  operate  CBOCs. 

•  Staff  stated  transportation  costs  are  higher  in  rural  areas  than  urban. 

•  In  reviewed  sites,  the  report  noted  the  extreme  distance  and  amount  of  time  it 
could  take  a  veteran  to  travel  to  a  major  VISN  facility  if  they  lived  at  the  far 
edge  of  the  region.  It  also  noted  no  systematic  records  of  patient  travel  time  or 
distances.  However,  it  contains  VA’s  analysis  of  average  and  maximum 
straight-line  distances  between  zip  codes. 

•  An  indication  that  rural  areas  rely  more  on  fee-for-service  arrangements  for 
patients  who  do  not  live  within  reasonable  proximity  of  VA  facility. 

AMA  Systems,  Inc.  submitted  a  rural  report  to  VA  on  March  1,  2000.  VA 
provided  this  study  to  Congress  per  legislative  requirements  and  shared  it  with 
Headquarters  Chief  Officers,  Network  Directors,  and  the  VERA  Workgroups. 
Workgroups  were  asked  to  review  it  to  determine  if  adjustments  to  the  VERA 
model  are  needed  to  ensure  that  resources  continue  to  be  equitably  allocated  to 
rural  and  urban  areas  throughout  the  country.  As  a  result  of  this  review,  it  was 
determined  that  no  adjustments  to  the  VERA  model  were  required.  VHA 
anticipates,  through  the  Network  to  Facilities  allocation  processes,  that  those 
networks  having  the  highest  number  of  rural  patients  will  receive  their  fair  share 
of  resources. 
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